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PREFACE 



This third volume of Selected Papers in School Finance includes reports on equity in 
school financing, the impact of declining school enrollments on financing, and a 
survey of tax requirements relating to local school finance, 

Equity in the financing of public schools as regards pupils and taxpayers 
remains a central issue in the United States today. Three papers consider this 
problem in depth through reviews of the revised school finance programs in Kansas, 
Michigan, and New Mexico. Kansas and Michigan distribute State aid under distinct 
variations of district power equalizing formulas, in which the former State 
guarantees to each district a budget level and the latter guarantees a dollar yield 
for a specified number of mills. In New Mexico, a foundation aid program with 
pupil weightings is in effect which represents the closest approximation to full 
State funding existing in the continental United States today. Another paper 
reports on a national survey of the financing of school construction. Each of these 
papers directly addresses the manner in which States are resolving questions 
relating to school finance equity. These papers illuminate some finance problems 
and equity issues and are published here as a means of promoting equity in the 
financing of public schools. 

A report on a survey of State and local responses to declining enrollments appears 
in this volume because of the fiscal consequences often associated with these 
declines. 

The final paper summarizes a survey of tax requirements and constraints on the 
local financing of public schools. This survey was undertaken in response to 
numerous enquiries received on this subject. 



Esther Tron 
Project Monitor 
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AN ANALYSIS OF THE KANSAS SCHOOL DISTRICT 
EQUALIZATION ACT OF 1973* 

INTRODUCTION 

This report is a product of one of three studies of major state reforms in school finance 
which occurred in 1972-73. It is specifically addressed to an analysis of the Kansas School 

District Equalization Act of 1973 and subsequent amendments. 

* 

In order to produce a separate analysis of the new state aid plan in Kansas, and to 
provide a basis for comparative analysis of the three separate state plans, a fairly consistent 
breadth of coverage, method of analysis, and framework for the presentation of findings 
have been adopted for the three studies and are followed in this report. 

The conditions that prevailed before the 1973 law, the purpose of the reform, and the 
major provisions of the statute are described and an analysis of the statewide and local 
effects of the act are presented. This analysis is particularly concerned with the 
consequences of the law as evidenced by a comparison of the condition of Kansas school 
finance prior to and since the enactment of the new finance plan. The report concludes with 
a short statement of the implications of the Kansas experience. 

Support was provided by the Bureau of School Systems, the Office of Education, and 
the United States Department of Health, Education, and Welfare. Anyone working in the 
area of Kansas school finance soon comes to owe a considerable debt to Mr. Richard Ryan 
of the Kansas Legislative Research Department and to Mr. Dale Dennis of the School 
Finance and Statistics Division, Kansas Department of Education; it is no less the case for 
this study than for others. At the University of Kansas, assistance was provided by the 
Institute for Social and Environmental Studies. Of course, none of these groups is 
responsible for this report's shortcomings. 

DESCRIPTION OF THE LAW 

This part of the report contains a brief description of the conditions that prevailed 
prior to the 1973 law. With that background a detailed analysis of major provisions, 
particularly financial provisions, is presented. Special attention is paid to the control the 
state exercises over local expenditures, the legal challenges that have been made to the law, 
and the amendments to the basic taw. A concluding section offers some generalizations 
about the character of the Kansas statute. 



'Darwin W. Daicoff, The University of Kansas, Lawrence, Kansas 



Conditions Prior to the Law 

At one time, Kansas had a wide variety of separate, categorized, school aid plans, 17 
formulas for different purposes. In 1965, some of these plans were consolidated into the 
School Finance Foundation Plan which significantly increased the amount of state aid and 
distributed it more equally. This plan was fairly typical of foundation plans of the period. It 
is important to note that during this era the Kansas legislature was still malapportioned; 
most of the wealthy school districts were in small counties. Thus, the 7965 act and 
subsequent acts represented political compromise, not financial equity. At about the same 
time, a positive development was occurring in Kansas; school consolidation was being 
carried out under the School District Reorganization Act of 1963. Almost 2,000 districts 
were eliminated.' 

Under the 1965 Foundation Pfan, the state aid guarantee was dependent on five 
elements: enrollment, certified employees, pupil/teacher ratios, teacher training, and teacher 
experience. 2 The last two elements were combined and called the school district's "Criteria 
of Quality." This procedure created pressure on the districts to base salary increases on 
teacher training. Enrollment had been declining steadily for several years, state aid was 
dropping sharply in a period of rapidly rising school costs, and the local property tax 
contribution to public education was rapidly increasing. 

The state exercised strong fiscal control over local educational expenditures. School 
districts were prohibited from spending in any year more than 104 percent of the amount 
spent the preceding year on per pupil operating expenditures. The severity of this limitation 
was greatly reduced by the numerous bases for appeal, including a vote by the district's 
residents. 



1 By 1972-73 school consolidation had gone forward so that there were 31 1 school districts 
in the state. Only one school district is coterminous with county boundaries. Some districts 
have territory fn as many as five separate counties, and more than half of the districts 
include parts of two or more counties. 

^Technically, the state guarantee was calculated as follows: (1) divide by 30 the total 
number of semester hours of college training of all certificated employees of the district 
(not to exceed two hundred and ten hours for any one employee); (2) multiply by 0.2 the 
total number of years of teaching and administrative experience of all certificated 
employees of the district (not to exceed fifteen years for any one employee); (3) multiply 
the sum of (1) and (2) above by seven hundred and sixty dollars, and multiply the product 
by the district's pupil-teacher ratio factor, which was determined by pupil- teacher ratio and 
minimum requirement of the pupil-teacher ratio. For districts whose pupil-teacher ratio is 
less than the minimum requirement, pupil-teacher ratio factor is the district's pupil-teacher 
ratio divided by the required minimum pupil-teacher ratio which is dependent upon the size 
of school district 



Local ability or effort was defined in terms of a county economic index. The index was 
the sum of the assessed, tangible property valuation adjusted to the state average assessment 
ratio and the school district's home county's taxable income from state individual income 
tax returns, expressed as a percentage of the state total for these factors. County ability was 
computed by applying this percentage index to the amount of revenue which would be 
produced by a 10 mill levy on all tangible property in the state. The county ability figure 
was distributed among school districts on the basis of each district's share of certified 
teachers, This amount was then deducted from the basic entitlement or guarantee provided 
from the state general fund. 

By including Income in the measure of ability, counties were being either rewarded or 
penalized for their income, even though the districts did not directly receive any revenue 
from the state income tax. In addition, because the economic index was applied at the 
county level, all school districts in a county were treated as having the same ability. 
Districts, which if the index were calculated on a district rather than a county basis would 
have a low index, were penalized if they were located in a county with a high index. These 
became major matters of concern in the court scrutiny of the 1965 Foundation Plan. 

There was a source of funds for the local school that was not equalized in the plan but 
was simply an additional revenue source to school districts. These funds were generated 
from a required 10 mill county levy. School districts located in one county received revenue 
from the county levy primarily on the basis of their share of the county's number of 
certified teachers; in multicounty districts additional consideration was given to each 
district's pupils. It should be noted that large single-county districts benefited from the per 
pupil distribution and small multicounty districts benefited from the teacher distribution. 
Nonetheless, a major amount of intracounty equalization occurred due to the countywide 
levy. 

In 1967-68, almost one-third, 31 percent, of the school children in Kansas were 
enrolled in districts which varied only $10 from the median foundation aid per pupil, while 
92 percent of school children resided in districts which varied only $50 plus or minus the 
median foundation aid per pupil. Thus, under the Foundation Plan the state aid essentially 
amounted to a flat grant; the degree of intercounty or interdistrict equalization was quite 
low. 

Between 1965 and 1973 a number of studies which made the inequities of the 1965 
Foundation Plan quite clear were prepared and widely circulated. At the same time, 
statewide efforts were underway to change the basic local educational support from 
property to income. The Kansas Livestock Association and Kansas Farm Bureau Association 
were leaders in this effort. By 1970, the 1965 Foundation Plan was held in low esteem. A 



need to increase state aid was felt and additional state aid was being provided through a 
supplemental plan. 3 Legislative study went on, and the 1972 session resulted in a district 
power equalizing plan submitted by the Special Joint Committee on School Finance. This 
full equalization plan with recapture was considered but rejected. 

At the same time that this legislative reform effort was underway, the existing 
distribution formula was under attack in the courts. It can be claimed that Kansas modified 
its school finance plan without being under court order. Yet, it also can be argued that the 
court cases encouraged legislative action. The 1973 act is the result of work which began 
before the Serrano, Rodriguez, and Caldwell court cases; it is noteworthy that the act 
became law after the U.S. Supreme Court reversed the federal district court decision in the 
Rodriguez case. 

Purpose 

The Kansas School District Equalization Act of 1973 began in the Senate Education 
Committee as Senate Bill 92. It found early support from education groups such as the 
Kansas Association of School Boards, the Kansas Congress of Parents and Teachers, the 
Kansas Association of School Administrators, and the Kansas-NEA. 

The act was designed to produce equalization of school district expenditures and tax 
levies by (1) giving more general state aid in relation to the general fund budgets to school 
districts with low wealth per pupil and (2) reducing the relatively high general fund tax rates 
of districts with low per pupil expenditures and wealth. This was to be accomplished 
through funding the current budget for each school district at the level of the median 
district from three categories based on enrollment. Power equalization was incorporated for 
those districts which wished to spend more or less than the average district in their same size 
class. The level of state funding for elementary and secondary school current operating 
expenditures was set at about 50 percent. State fiscal control was exercised through a 
budget control which couJd be exceeded In any year by a vote of the school district electors 
to a limit of 115 percent per pupil or to the highest per pupil budget in its enrollment 
group. 

Each school district was guaranteed the difference between its legally adopted budget 
and the amount produced by its local effort. The budget control, district categories, etc., 
did not make this plan district power equalizing, for these features also can be part of an 



3 This afd plan provided a basic entitlement of $71.70 per pupil plus $1,240 per certified 
employee times an index based on the school district's adjusted assessed valuation. This 
index was equal for all school districts with valuation exceeding $18,000 per pupif. This 
required a negative relationship between district mill levies and valuation per pupil. 



unequal foundation program. This equalization only occurs through the level of state 
support and the particular definition of local effort 

One of the major objectives of the act was to close, over a period of time, the gap in 
the budget per pupil among districts in the same enrollment category. Districts with already 
high budgets per pupil were restricted to a five percent annual increase while those with low 
budgets per pupil were permitted to raise them by 15 percent per year. It was felt that a 15 
percent annual increase was the maximum a low-expenditure district could economically 
and efficiently use. 

The purpose of the law was clearly stated by one commentator; in the Caldwell case, 
the court quoted as part of its memorandum from an argument advanced by the state. 

The School District Equalization Act is perhaps the most significant public school 
finance law ever enacted in Kansas. It Is an effort by the legislature to increase the 
amount of state aid to public schools, provide property tax relief, equalize 
property tax rates, and reduce the substantial variation in operating expenditures 
per pupil and educational opportunities among school districts throughout the 
state. 

Principal Provisions 

In order to describe the principal provisions of the 1973 law, it is simplest to go 
through the steps necessary to determine general state aid under the statute. 

The computation of a school district's general state aid consists of three steps: 

1. Determine the district's legally authorized general fund budget. 

2. Subtract local effort consisting of: 

a. district wealth times the district's local effort rate, 

b. receipts in the preceding school year under P. L. 874, 

c. district's share of the county school foundation fund, and 

d. district's share of the intangibles tax. 

3. The difference is general state aid {if negative, the aid is zero). 

A district's legally authorized general fund .budget is determined by the per pupil 
guarantee which is calculated by arraying all school districts in the following type graph. 



Budget 

per 

Pupil 



~ School District Enrollment 
400 1 ,000 



Data for 1972-73 expenditures by district showed a general negative relationship 
corresponding to observed high costs faced by small districts in maintaining a fully 
accredited educational program, A curve of "best fit" was to be computed each year by the 
State Board of Education. A graphic presentation of the data is made by the Board and, 
without a sophisticated mathematicaE procedure, the relationships are simply "read" from 
the graph. Rather than compute one curve for all districts, three separate curves for 
different enrollment sizes are required; more are permitted. In 1973-74, the upper group for 
enrollments of 1,300 and over, was established because the "line of best fit" appeared to 
vary only slightly for districts above 1,300 pupils. The lower boundary for all districts, less 
than 400 pupils, was established under the law and is a reflection of an unwillingness to 
employ state aid to subsidize the high level of per pupil expenditures in the very small 
districts, A transition was provided in the 400 to 1,299 enrollment category to make a 
gradual adjustment between the upper and lower bounds and to prevent abrupt changes in 
the guarantee per pupil. The specific aid level adopted for the 1973-74 school year was: 



Enrollment of the 


Budget 




district (E) 


per pupil 


Adjustment 


Under 400 


$936 


none 


400 to 1,299 


936 


-$.2311 (E-400) 


1,300 and over 


728 


none 



As school budgets change at different rates so do the enrollment categories, the budgets per 
pupil, and the adjustments. For example, the aid level for 1975-76 was; 



Enrollment of the 
district (E) 


Budget 
per pupil 


Adjustment 


Under 400 
400 to 999 
1,000 and over 


$1,223 
1,223 
981 


none 
-$.4033 (E-400) 
none 



To the extent that cost differences are recognized, this formula is similar to one which had 
been satisfactorily employed since 1965 for the calculation of transportation aid. The use of 
district enrollment in relation to pupil expenditures provides the only weighting in the 1973 
act. 

Within limits, a school district is permitted to determine its own budget No district is 
permitted to budget less than $600 per pupil for operating expenses. The upper boundary is 
established by limiting the rate of increase in the per pupil budget as described below. 

After determining the general fund budget, which is legally authorized, deductions 
must be computed. The first of the four local effort components defined under the 1973 
law is the local effort rate which is 1.5 percent of the district wealth. When a district's 
budget differs from the per pupil authorized budget, the local effort percentage is 
proportionally adjusted from the standard 1.5 percent to the amount by which the district's 
budget deviates from the standard per pupil budget. Thus, if a school district in the smallest 
of the three enrollment categories where the allowable budget per pupil is $936, wishes to 
spend $1,872 per pupil, its deduction for local effort would be 3.0 percent or twice the 
standard local effort rate of 1 .5 percent. This is the power equalizing feature of the formula. 

District wealth is defined in the law as the total of the district residents' income and 
the valuation of taxable tangible property adjusted to the statutory required 30 percent 
assessment ratio. Two peculiarities in Kansas made possible the use of income as a wealth 
determinant. First, because of strong political interest, a 1973 statute made it mandatory 
that each taxpayer identify his school district on his Kansas individual income tax return. 
Second, all Kansas school districts are K-1 2 districts; all districts are operating schools. 

The 1965 Foundation Plan, which originally provided for the deduction of 25 percent 
of P.L. 874 aid, was ruled unconstitutional by a federal district court in Kansas in 
Hergenreter v. State of Kansas, The U.S. Congress subsequently legislated a prohibition on 
the deduction of P.L. 874 funds. The 1973 law required the deduction of all P.L. 874 from 
the basic state entitlement as the second deduction. Congress exempted Kansas for one year 
but the issue may arise at any time, perhaps in the form of new HEW guidelines. 4 The 
possibility of federal and state conflict is a natural consequence of a sharply equalizing aid 
plan in a state where some school districts receive a substantial portion of their budgets 
through "federal impact" aid. 

The Kansas legislature was aware of the legal problems involved in its approach but felt 
it important not to distort the equalization principles of the general state aid formula, and 



4 The magnitude is also illustrated by the estimate that the added 1975-76 cost to the state 
under the school finance law would be about $7.0 million (excluding Fort Leavenworth) if 
this deduction were not permitted. 



to proceed with its own concept of equalization in spite of the difficulties that may be 
caused by federal roadblocks. The magnitude of the problem was crucial for a number of 
school districts. For example, if such funds were not included in local effort, Derby and 
Junction City school districts, which encompass major Kansas military installations, would 
not have had a tax levy for their general fund and woufd have had, due to the corresponding 
increase in state aid, more revenue than they could legally have spent under their budgets. 

If these federal funds were not employed as deductions, the local districts receiving 
state aid would find that their aid would increase by an amount equal to their P.L 874 
receipts. 

The importance of the P.L. 874 aid can also be illustrated by noting that in 1975-76, 
89 of the 307 Kansas school districts shared In the $7.3 million of these federal funds. For 
most districts the amounts are relatively small; in 27 districts the federal aid was less than 
1.0 percent of the district's general fund budget and in 78 districts it was less than 5.0 
percent. Then for only 11 districts, in which the aid was 5.0 percent or more of the general 
fund budget, the aid was a significant portion of the school budget Five districts received 
more than 10.0 percent of their budgets from this federal aid. 

The 1973 law reduced the county schoof foundation levy from 10 mills to the dollar 
equivalent of a two-mill levy on t97l adjusted valuation. But the distribution formula 
remained unchanged. The mill levy amount derived became the third deduction from the 
state aid. By pegging the dollar amount of the levy to the 1971 adjusted valuation, the 
actual tax rate necessary to produce the amount required declines as valuation increases. 
Minor equalization occurs among school districts located in a few counties in which no 
school district receives state equalization aid. 

The amount that school districts deduct depends on how much money is raised by the 
countywrde levy and on how much each district in the county is entitled to from that fund. 
Even if the levy produced the same amount in two counties, the shares of the school 
districts in these counties could vary according to the number of districts therein and the 
number of certified employees in each. This reflects some of the variation between state aid 
ratios and per pupil wealth. 

The fourth component of local effort is the district's share of the state intangibles tax. 
The largest impact of the inclusion of this share occurred in the Shawnee Mission school 
district, a district which includes much of the high income/wealth areas of the Kansas City 
Metropolitan Area. For this district, the 1973-74 deduction was $885,478, without which 
its state aid ratio would have been almost 32 percent, as compared to 29 percent under the 
current formula. 



Other Financial Features 

In addition to the determination of state aid presented above, the 1973 law contained 
other features affecting public school finance in Kansas. The most important of these are 
outlined in this section. 

Rebate: As has been described, between 1965 and 1973 there was considerable 
pressure building in Kansas to reduce the local reliance on the property tax. In its original 
Senate form, the 1 973 law provided that, with voter approval, school districts could levy a 
local income tax to supplement the state income tax. The Kansas House balked at this 
proposal and instead introduced a system of shared revenue, the procedure of rebating a 
portion of the state individual income tax to school districts on the basis of taxpayer 
residence. The 1973 law provided that school districts shall be entitled to 10 percent of the 
state individual income tax liability of their residents, after deducting credits for income 
taxes paid to another state. The effect of this rebate is to give all school districts a new 
source of nonproperty tax revenue for their general funds. 

LAVTRF: Since 1937, Kansas has had a Local Ad Valorem Tax Reduction Fund 
(LAVTRF). As its name implies, its purpose is to reduce the local property tax; this is 
accomplished by crediting certain state revenues to the fund for distribution to local 
governments. 

Prior to 1973, school districts shared with other units of local government in 10 
percent of the state sales tax through the LAVTRF. In 1973, however, this school district 
sharing, which was about 55 percent of locally shared revenues, was discontinued. The state 
retained the approximately $11.6 million in the school equalization fund for funding of the 
1973 law. In effect, the school district's share of the LAVTRF is used to help finance state 
aid under the 1973 law. 

Fees, fines, and forfeitures: Prior to 1973, any fine levied under the penal laws of the 
State of Kansas was deposited in the school fund of the county in which the fine was 
exacted, and the amount in the fund was distributed to the school districts in that county. 
Under the 1965 Foundation Plan, these fine revenues became deductions from general state 
aid. The 1973 law changed the disposition of these funds to the state school equalization 
fund where they are used as a source for state aid. The consequence of this change is that it 
reduces the available funds to those few school districts which would have received more 
from their shares of the fine revenue distributed from the county school fund than they 
receive in total from the 1973 law. 

Other taxes and fees: The state-administered, motor carrier property tax, specified 
insurance company fees and certain royalities helped finance state aid; this was continued in 
the 1973 law. 
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Local Control 

There are no state imposed levy limitations on property taxes levied by Kansas school 
districts for their general fund nor are there statutory budget controls applicable to other 
funds of a school district. Some funds, such as special education and vocational education, 
are subject to property tax rate limitations prescribed by law, but others, such as Social 
Security and Workmen's Compensation, are not restricted. 

State control is exercised through budget control. Under the 1973 law, this control 
applies only to the general fund budget and limits the yearly increase to five percent per 
pupit. Because of the wide variation in school expenditures which were the result of earlier 
levy limitations and budget control, some districts were authorized to increase their per 
pupil budget by as much as 1 5 percent per year and by more than that amount if an appeal 
is approved. 5 

For purposes of determining budget limitations, the same three enrollment categories 
used in the determination of per pupil guarantees are employed: under 400 students; 400 to 
1,299 students; and 1,300 students and over. If a particular school district has a per pupil 
budget below the median of its size category, the district is permitted to increase its budget 
by as much as 15 percent depending on its shortfall relative to the median. This permits the 
low expenditure districts in each enrollment category to narrow the gap over a period of 
years. 

A further element of local control was introduced by permitting any school district to 
raise its budget per pupil to that of the district with the highest budget per pupil in its 
enrollment category to a limit of 16 percent by a vote of the electors of the district. 

The influence of the limits on school district expenditure increases is illustrated by the 
data presented below, These data relate to authorized general fund increases in budget per 
pupil and omit adjustments resulting from declining enrollments or appeals. 
The one large increase in 1973-74 was the result of one district being required to increase its 
budget per pupil in order to reach the required minimum of $600 per pupil. 

The law provided a further element of flexibility by permitting school district 
administrative appeals to the State Board of Tax Appeals. Besides appeals required for 
transition purposes which were permitted only in 1973, three additional authorized grounds 
for appeal were established; (1) increased operating expenses due to the construction of 
new or expansion of existing school facilities, (2) the cost of state mandated special 
education programs, and (3) the statutory requirements for out-district tuition for 
vocationai education and the requirements of contractual agreements for payments to an 



5 Unused budget authority may be accumulated over the years, and within the 15 percent 
limit, used at the discretion of the school district. 
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Table 1 

Number of School Districts by Authorized Budget Increase 
1973-74 to 1975-76 



1973-74 


1974-75 


1975-76 


Authorized 




Authorized 




Authorized 




increase 


Districts 


increase 


Districts 


increase 


Districts 


5% 


179 


7% 


182 


10% 


186 


B%-7.5% 


17 


7%-10% 


18 


10%-12% 


23 


7.5%-10% 


18 


10%- 15% 


47 


12%- 15% 


37 


10%-15% 


29 


15% 


62 


15% 


62 


15% 


66 










Over 15% 


1 










TOTAL 


310 


TOTAL 


309 


TOTAL 


308 



area vocational school. In 1974 a transitional appeal basis was made permanent: (4} the 
requirement to provide transportation for students, and an additional basis was added; 
(5) in cases where unusual occurrences affect enrollment (such as the closing of a military 
installation). 

Behind the state support for budget control was the desire to limit expenditures at the 
local level since the substantial increases in state aid, particularly in 1965, did not result in a 
substantial decline in the rate of increase of property taxes. At a time when the state was 
following an austere but adequate budget rule, local school districts were seen by some to be 
spending with less stringent control. 

Another feature of the budget control, a formula for adjusting the legal maximum 
budget, was included in the 1973 law. It resulted directly from the fact that most Kansas 
school districts were experiencing declining enrollments. Kansas legislators believed that it 
would be impractical to require school districts to reduce their budgets in direct proportion 
to enrollment decreases since student loss does not usually allow such a directly 
proportional budget reduction. For each enrollment category, a "normal" enrollment 
decline was defined as 10.0 percent for districts with less than 400 students; 7.5 percent for 
districts in the middle enrollment category; and 5.0 percent for districts in the largest 
enrollment category. When the enrollment decline is equal to or less than "normal", the 
district is permitted to budget as much as it did the previous year. If the decline is any larger 
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than "normal/' the budget must be adjusted downward based upon actual reduced 
enrollment for the current year. 

This control over the growth of school district budgets is aimed at narrowing 
expenditure differences over time. Very few districts have excess budget increase capacity. 
That is, almost all districts have increased their budget per pupil to the full extent 
permitted. Between 1973 and 1976 less than a dozen school districts have increased their 
budgets by less than the authorized amount. In most cases these actions were the result of 
local controversies-particularly between the school board and teacher organizations. 

An appeal procedure produced a rather liberal level of state approval. For example, for 
1973-74 budgets of the $5.8 million requested, 97.3 percent was granted by the State Board 
of Tax Appeals; in 1974-75, the reduced number of bases for appeal produced $5,1 million 
requested and 94,0 percent granted. It should be noted that since 1973, only a few budget 
votes of the people occurred, in about a dozen cases, the citizens voted to subject 
themselves to greater local property taxes in order to increase their district's budget more 
than was allowed without the vote, 

Legal Challenges 

In a Serrano-type decision, it was found that the 1965 Kansas School Finance 
Foundation Act produced a finance system under which school districts having high 
valuations per pupil were capable of financing substantial budget expenditures per pupil at 
low operating tax levies. 6 Districts with low valuations per pupil had to apply high tax rates 
to finance their education at a comparable level. 

Based in part on these findings, the court ruled in August, 1972, that because 
education is a fundamental interest and wealth is a suspect classification under the equal 
protection guarantees of both the Kansas Constitution and the 14th Amendment to the 
United States Constitution, the Kansas school financing system which was not necessary to 
a compelling state interest and not rationally related to any legitimate state interest, violated 
both the Kansas and United States Constitutions. The district court retained jurisdiction and 
a year later found the 1973 law met the requirements of the U.S. and Kansas Constitutions; 
but this was not the end of the challenges to the faw. 

In 1975, a case was tried in the district court of Chautauqua County, Kansas, Herbert 
Knowiesetaf, v. State of Kansas; State Board of Education etal./\r\ which itwas held that the 
1973 act was in violation of the U.S. and Kansas Constitutions. The distribution of state 
funds under the formula provided in the act was found to result in unequal benefits to 



'Caldwellv. the State of Kansas, District Court of Johnson County, Kansas, No. 50616, 
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certain school districts and an unequal burden of ad valorem school taxes on taxpayers in 
various districts with no rational classification or basis. It was further held that this 
provision for state finance of schools was not sufficient to enable school districts to provide 
a fundamental education for the students on a rationally equal basis as required in the state 
constitution. 

While the court adopted a long list of Findings of Fact and Conclusions of Law, two 
points in the district court's order are most clear. They are that the assessment-sales ratio 
study cannot be used to adjust assessed valuation of real estate and that other forms of 
wealth, such as taxable income, cannot be used to measure district wealth unless school 
districts have power to tax them. The court's decisions about other important issues are 
more confused, e.g., whether or not all districts are entitled to some general state aid 

regardless of other factors, and what must be done concerning budgetary limitations. 

f 

In its ruling, the court enjoined the state from making any distribution of general state 
aid under the 1973 act after July 1, 1975, and further said that by that date the legislature 
would have had reasonable time to correct the statute's deficiency. After the 1975 
legislative session and revisions of the school finance statutes, the court held that any 
determination of the constitutionality of the old law is moot 

On March 6, 1976, the Kansas Supreme Court reversed the Chautauqua County 
District Court decision and said that the district court should have permitted a further 
challenging of the School Finance Law as amended in 1975. In sending the case back to the 
district court for further arguments, the supreme court said that the constitutional issues 
remain unsolved because the 1975 amendments do not change the design of the act and that 
the challengers of the law had not yet had their final day in court. 

Amendments 

The 1975 amendments of the law are substantial, including changes in the definition of 
wealth and local effort, introducing a grandfather clause, changing the local effort rate, 
modifying budget limitation, and increasing the income tax rebate. 

Wealth and local effort; Originally, district wealth was based on property value and 
income for the most recent year. This was changed to make district wealth the average of 
the valuation and income for the most recent three years. This change reduces the sharp 
annual fluctuations in adjusted valuations and/or taxable income which had occurred and 
which resulted in substantial increases or decreases in state aid. 7 



7 Part of the legislative motivation for this change was to reduce the impact of substantial 
declines in assessment ratios for a number of school districts. 
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The importance of this three-year averaging is exemplified by recent Kansas valuations 
and income data. Without the averaging, the 1974 district wealth would have been $16,352 
million for an increase of 16 percent. With the averaging, the increase was reduced to a 
modest 1.4 percent. 

Table 2 
Effect of 1975 Amendment on Wealth 





Adjusted 


Taxable 


District 




valuation 


income 


wealth 


Year 




(millions of dollars) 




1972 


8,921 


3,483 


12,404 


1973 


9,903 


4,175 


14,077 


1974 


11,644 


4,708 


16 ( 352 


1972-74 








Average 


10,156 


4,122 


14,278 



Local effort was changed to exclude the amount of intangible tax credited to the 
school districts. Because this revenue was deducted in computing general state aid, 
eliminating this credit for local intangible taxes required that state aid make up the 
difference some $4 million. It should be noted that, in a companion statute, the 1975 
legislature also eliminated school districts from sharing in 25 percent of the district's 
assessed property tax on intangibles, The net consequence of the two changes was that state 
aid was substituted for the shared tax. revenue in each school district While the source of 
school district funds thus changed, the amount available to any district receiving state aid 
was unchanged. 

Grandfather clause: This new provision guarantees that the total of the basic general 
aid and the district's income tax rebate at least equal what it would have received in 
1972-73 under the pre-1973 aid formula, even though this formula was judged invalid in the 
Ca/dwe/f case. Adjustments are made for enrollment changes since 1972, and for each mill 
that a district's general fund levy is less than the state's median, aid is reduced by 10 
percent, A partial deduction is applied for the amount of income tax rebate a school district 
receives. 

in 1975-76, 29 districts received state aid under this feature of the act. These districts 
qualified for $632,000 aid in 1975-76. Of these 29 districts, nine also received some other 
general aid under the equalization program. In 1974-75, 47 districts received no aid; this will 
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be reduced to 27. These are the districts which have high wealth per pupil and most also 
have high budgets per pupil and a general fund property tax rate that is significantly below 
the median tax rate. Of the 27, only five had 1975-76 general fund levies exceeding the 
median of 28.74 mills and nine had less than 20 mill levies. 

Local effort rate: The local effort rate, which had originally been set at 1.5 percent, 
was changed to 1.7 percent in 1975. This increase in the norm was designed to keep the 
demands on the state general fund for state aid and income tax rebates at a level established 
to ensure that the increase in state support of public education would not exceed the agreed 
on limit. 

Budget limitations 1 . An annual per pupil budget increase of five percent was established 
as a minimum in the 1973 act, After an increase to seven percent in 1974, 8 this was further 
increased to 10 percent in 1975. Consequently, the level of equalization was significantly 
reduced. An additional ground for relief from the budget limitation is provided when 
expenditures are required by a state or federal law, court, or agency. The significance of this 
amendment is shown by the $1.25 million appropriation for this appeal for fiscal year 1976. 

Income tax rebate: The 1975 amendments raised the income tax rebate to school 
districts from 10 to 15 percent, and thereby increased the funds available to the districts by 
about $10 million. This should have the consequence of reducing reliance on local ad 
valorem taxes. It should be recalled that this rebate is made to all districts, is independent of 
the state aid they receive, and plays no part in the equalization programs. 

The 307 Kansas school districts were arrayed in wealth per pupil and separated into ten 
groups of 30 or 31 districts. In each of the deciles, the per pupil income tax rebate was 
calculated. The results of these calculations are shown in Table 3, ft is clear that relatively 
poor districts {the 61 school districts in deciles 1 and 2} receive much smaller rebates then 
relatively rich districts (the 62 school districts in deciles 9 and 10). Even disregarding the 
extremes of wealth per pupil, the per pupil rebate was $39.85 for the relatively poor 
districts (in decile 2) and $69.39 for the relatively rich districts (in decile 9); on a per pupil 
basis the rich districts received 64 percent more than the poor districts. This fact makes 
clear the extent to which the Kansas method of distributing state income tax funds is 
counter to the principle of equalization and substantially increases existing inequalities in 
the school district's ability to finance elementary and secondary education. 

Table 3 also contains enrollment information for the same decile distribution of school 
districts by wealth per pupil. There is an evident correlation between wealth per pupil and 



This was the only substantial 1974 change in the act. 
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Tables 

School District Per Pupil Income Tax Rebate and Enrollment 

by Decile Distribution of Wealth Per Pupil, 

Schoof Districts, 1974-75 





Per pupil 






income tax rebate 


Enrollment 


Decile 


(dollars) 


(thousands) 


1 


29.13 


57.9 


2 


39.85 


77.1 


3 


63.55 


92.2 


4 


59.74 


66.4 


5 


59.04 


72.2 


6 


52.53 


22.0 


7 


56.69 


19.4 


8 


64.34 


13.1 


9 


65.39 


11.1 


10 


74.01 


10.9 


TOTAL 


53,09 


442.2 



school district size-poor districts tend to be larger than rich districts. Because of this 
relationship the Kansas Income tax rebate to school districts contains a double 
discrimination in general, works to the disadvantage of the poor/large districts and to the 
advantage of rich/small districts. 

Conclusion 

In the description of the purpose of the 1973 act, this report quoted from the court in 
the Catdweil case. Another quotation from the court is a good place to begin this 
conclusion. 

It would appear that the current wide variance between educational opportunities 
offered by poor districts and those offered in wealthy districts will be 
significantly decreased. The oppressive burden of exorbitant property taxes will 
be reduced in most school districts. This Act looks to the wealth of the state as a 
whole, through increased state aid, to provide poor school districts with the 
opportunity of improving their educational programs. It effectively restores equal 
protection guarantees by removing local school wealth as the primary factor in 
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quality public education, and it further enhances local self-determination by 
providing poor districts with an effective ability to determine the quality of 
educational programs they offer. 

This judgement is clearly consistent with the finding that the law was constitutional. 

Beyond this judgement, it can be concluded that the 1973 Kansas school financing 
program was designed to allocate state aid in inverse relation to the sum of local assessed 
property valuation and taxable income of the local district. The local school districts have 
been authorized to levy a local real property tax but have no power to tax income. 
However, the state returns 15 percent of resident individual income tax to the local school 
districts. This rebate is not part of local effort and cannot be used to increase the maximum 
budget. Rather, it must be used for the purpose of supplementing the local property tax 
revenues. Because the local budget is determined prior to the tax rate, the Kansas power 
equalization program is statutory defined in terms of district budgets rather than in terms 
of tax rates. 

Within limits, each district determines its budget per pupil, recognizing that the higher 
the budget per pupil, the higher the local effort rate. This is power equalizing in that each 
district has equal power to select its level of spending because its budget per pupil is a 
function of the school board's budgetary policies and of the district's local effort not a 
function of the district's wealth. Within an enrollment category, a district with low wealth 
per pupil may choose to have the same budget per pupil as a district with a higher wealth 
per pupil, even though the local effort rate of the two districts would be the same. Low 
wealth districts would have a greater proportion of their budgets financed by general state 
aid because the product of wealth and local effort rate for these districts would be less than 
that for higher wealth districts. 

STATEWIDE EFFECTS 

It is convenient to divide the statewide effects of the 1973 law, as apposed to those on 
the local school districts, into macro and microeffects. The macroeffects, the gross overall 
effects of the law, will be discussed first. Then, the microeffects, the consequences to the 
aspects of school finance of concern to particular socioeconomic groups or school districts, 
will be addressed. 
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Principal Beneficiaries 

To better understand the magnitude of the new money added to the school aid 
program, it is useful to refer to the data which the legislature used in developing the aid 
formula. Legislators anticipated that, in the first year of application, general state aid would 
increase $76 million and total aid, which includes transportation, would increase $81 
million. Of course, all of this would not be new money. Table 4 shows the sources of the 
$187.7 million in total aid which was anticipated for the first year. The new program 
represented a $66.9 million or a 55.6 percent increase in state aid. 

Table 4 

Estimated 1973-74 Sources of Funding 
for State Aid to Local School Districts 



Amount 
Source of Funding (millions of dollars) 



Repealed state general aid programs 1 Q5. 1 

State annual school fund 1,5 

School district share of fines and forfeitures 2.5 

School district share of LAVTRF 11.6 

New state general fund aid ge 9 

TOTAL 187J 



Although some local tax relief would result from long-term budget control under the 
1973 act, it did not include a direct provision mandating such relief. During debate over the 
act's value, however, its proponents used the data shown in Table 5 to support their 
argument that extensive property tax relief was involved. 

This potential $50,5 million in property tax relief was very important to the successful 
consideration of the proposed 1973 reform; it represents the law's major tax relief element 
This figure, however, could be misleading because the state aid funds would come primarily 
from state income and sales tax receipts. Thus, a/though most citizens gained from the 
property tax relief, it may be argued that, in part, this gain was neutralized by increases in 
the income and sales taxes. It is probably true that the financing switch benefited rural 
farm families and increased the burden on urban wage earners. 

While there were no increases in the income or sales tax rates, economic growth and 
mftatton produced increased state revenues from these sources. Rather than reduce tax 
rates, the state chose to maintain them and employ a ma)or part of the increased revenue to 
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Table 5 
Property Tax Relief in the 1973 Act 



Amount 
Item (millions of dollars) 



Local School District Budget Authority, 1972-73 357.8 

Projected legal maximum budgets, 1973-74 383.4 

Increase 24.7 

Increase general aid 76.0 

Increase transportation aid 5.0 

Total increased aid 81.0 

Individual income tax rebate 8.3 



Total increased aid and income tax 89.3 

Increase in budget -24.7 

School district share of intangible tax and fines -2.5 

School district share of LAVTRF -11.6 

Property tax relief 50.5 



fund expanded state aid to school districts. If one chooses to disregard the automatic 
increases in income and sales tax revenue (as is often done in Kansas) because the increases 
do not result from tax rate or base changes, the argument regarding tax progressivity would 
require modification. 

In terms of overall tax progressivity, the lower income groups clearly gained from the 
substitution of a progressive individual income tax for part of the property tax. The sales 
tax which was substituted for the other portion of the property tax presents a less clear 
picture; the result depends on the particular shifting assumptions made about the residential 
property tax. (A consideration of these alternative assumptions is beyond the scope of this 
report.} In total, however, the switch made the funding burden more progressive; the rich 
paid more and the poor paid less for the cost of education. 

Total Cost of the Reform 

Data outlining the total cost of the school finance reform are shown on Table 6. State 
aid rose from $104.6 million in 1972-73 to $239.8 million in 1975-76 as a result of the 
state's committing a large part of the increase in state resources to this expenditure program. 
This commitment increased the state's share of local school district budgets from 28 percent 
in 1972-73 to over 47 percent in 1975-76; this occurred in spite of a one-third increase in 
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school district general fund budgets. The effect of the act on other than general fund 
budgets will be discussed below. 

Table 6 

State Aid to Local School Districts, 
1972-73 through 1975-76 



1972-73 



1973-74 



1974-75 



1975-76 



(millions of dollars) 



General fund budget 

General State aid 
Basic 

Grandfather clause 
Total 

Income tax rebate 

Transportation aid 
Total aid and rebate 



Ratio of general state 
aid to budget 

Ratio of general state aid 
and rebate to budget 



Enrollment, September t5 



357.2 



27.6 



27.6 



472,652 



388.2 



425.9 



(percent) 



39.8 



40.3 



41.1 



44.4 



(pupils) 
458,005 446,414 



477.1 



98.6 
98-6 

6.0 
104.6 


154.6 
154.6 
2.0 

11.6 
168,2 


175.1 
175.1 
14.0 

12.9 
202,0 


196.8 
.6 
197.4 

26.0 

14.5 
239.9 



41.4 



46.8 



441,500 



Note: Data are for unified school districts excluding Ft, Leavenworth. 



From the enrollment data in Table 6, ft can be seen that general fund budgets, or 
educatfonal expenditures, rose from $756 per pupil in 1972-73 to $1,080 in 1975-76. This 
increase Is much greater than was allowed prior to the act when per pupif budget increases 
were restricted to 104 percent per year. The state absorbed most of the increased school 
expenditures through increased general state aid, income tax rebates, and transportation aid. 
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General state aid alone rose from $209 per pupil in 1972-73 to $455 in 1975-76, and the 
state's share of the local district budget rose from 27 to 42 percent. District income from 
other than state sources rose moderately from $534 per pupil in 1972-73 to $537 in 
1975-76. 

Statewide, the average percent ratio of general state aid to general fund budgets was 40 
percent in 1973-74. Excluding the 41 districts which received no general state aid, the 
average state aid ratio was 42 percent. 

An inverse relationship between district wealth per pupil and the ratio of general state 
aid to a district's general fund budget was the direct result of the 1973 aid formula. In each 
of the three enrollment categories applicable in 1973-74,districts with low wealth per pupil 
had high state aid ratios. These ratios declined as district wealth per pupil increased; districts 
with very high wealth per pupil received no general state aid. 

There are some exceptions to the general rule of the inverse relationship of wealth per 
pupil and the general state aid ratio when certain districts with comparable wealth per pupil 
are compared. This is because, in addition to the principal deduction of district wealth 
multiplied by the local effort rate, P.L. 874 receipts and the districts' shares of the county 
foundation fund and the intangibles tax also were deducted in computing general state aid. 
Exceptions to the general rule are most notable where the P.L. 874 deduction was 
significant. The amount that districts with comparable wealth per pupil had deducted as 
their shares of the equalized two-mill foundation fund levy also varied, depending on the 
amount raised by their countywide levies and on the size of each district's entitlement from 
that fund. Deduction of the proceeds of the county levy had less effect on the rankings of 
state aid ratios than the P.L. 874 deduction. The intangibles tax deduction, generally did 
not have a significant bearing on the array of state aid ratios. 

Effect on State Taxes 

No new or increased taxes were associated with the enactment of the 1973 school 
finance program. There was, however, a continuation of the "temporary" provision enacted 
in 1972 which disallowed deductions for federal tax payment when computing the state 
corporate income tax and privilege tax on financial institutions. No tax rate increases or 
extensions of the tax base occurred. 

The 1973-74 increase in state aid and the state's commitment to future annual 
increases mainly was a consequence of the positive and growing state general fund balance. 
This growing balance also provided for growth in other state expenditures such as public 
welfare. From 1973 to the present, Kansas has enjoyed increasing state general fund 
revenues. Because of its particular industrial structure, Kansas was affected less severely than 



the rest of the nation by the 1973-74 recession. As a result, Kansas was able to increase state 
aid to school districts by 61 percent in 1973-74, by 20 percent in 1974-75, and by 19 
percent in 1975-76 (see Table 5) without increasing state taxes or directly employing federal 
revenue sharing funds for school finance, 

During the period in which state aid was increasing so significantly, local funds 
remained rather constant in per capita terms and fell in total. The act involved no change in 
the sources of local revenue available to the school district. The significant reduction in the 
county foundation levy in 1973-74 resulted in an overall 10.4 percent reduction in property 
taxes levied for all school purposes that year. Increases in school district general fund and 
other levies combined to result in an overall increase in property tax levies of 16.3 percent 
from 7972-73 to 1975-76. Substituting the income tax rebate for some property tax 
revenues reduced the overall reliance on the property tax in support of education in Kansas. 

Equalizing Effects 

The equalizing effects of the 1973 act can be analyzed by observing local school 
districts' ability to finance school expenditures, as measured by the wealth per pupil before 
and after the act. A similar comparison can be made of budget/general fund expenditures 
and thereby analyze the effect of the act on the equality of educational services. By 
observing the changes in state aid and in locally produced revenue further information is 
provided on the sources of revenue funding for educational finance. 

Table 7 provides information on wealth, expenditures, and state aid measured in per 
pupfl terms for 1972-73 and 1974-75 by various types of school districts. These financial 
data are also avaiiable for 1973-74, before the provisions of the act were fully operative, and 
for 1975-76, where some of the data are still preliminary. The use of 1972-73 and 1974-75 
information avoids these data problems and is sufficient to illustrate the consequences of 
the act. 

Certain social and economic information published in the 7570 Census of Population is 
available for many school districts in Kansas. These data permit the classification of school 
districts by six characteristics. Within each of these characteristics two sub-groups of school 
districts are identified; those with and without black persons; with and without Spanish 
surnamed persons; with a low and a high portion of rural/farm (the proportion of employed 
persons classified as farmers or farm related workers-in Kansas, this is equivalent to a 
rural/urban classification); a low and a high portion poor (the percentage of families with 
family income below the poverty level); with a low and high income (median family 
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Table? 

Wealth, Budget and State Aid, 1972-73 and 1974-75 
by School District Characteristic 



Wealth 


Expenditures 


State aid 


District 
characteristic 


1972-73 


1974-75 


1972-73 
(dollars 


1974-75 
per pupil) 


1972-73 


1974-75 


Black 














With 


$20,536 


$25,781 


$761 


$926 


$211 


$452 


Without 


25,877 


34,336 


804 


956 


211 


360 


Spanish surnamed 














With 


22,338 


28,774 


772 


936 


196 


413 


Without 


25,182 


33,165 


801 


952 


224 


380 


Portion rural/farm 














Low 


21,733 


27,734 


764 


932 


201 


433 


High 


37,769 


52,160 


1,028 


1,152 


211 


236 


Portion poor 














Low 


24,303 


31,757 


791 


945 


179 


376 


High 


29,113 


38,533 


875 


1,014 


227 


346 


Income 














Low 


28,230 


37,735 


849 


989 


231 


340 


High 


22,343 


38,673 


801 


958 


197 


430 


Portion rich 














Low 


26,399 


27,000 


788 


951 


236 


363 


High 


23,350 


30,469 


813 


971 


191 


414 



income); and a low and high portion rich (the percentage of families whose family income 
was $15,000 or greater}. 9 

The first comparison in Table 7 shows that 248 school districts without black persons 
had much higher per pupil wealth and per pupil expenditures than the 18 districts which 
had black persons. Yet state aid was the same to all districts. After the equalization act the 
inequality of district wealth increased. Because the reform did nothing to equalize wealth 
per pupil, the increased inequality was not a consequence of the act The difference in 
expenditures was reduced and a state aid differential which favored districts with black 
persons was introduced. In terms of state aid ratios (state aid expressed as a percentage of 
expenditures), the small percentage advantage to districts with black people increased 
substantially. Thus, districts with biack persons gained as a result of the reform, as would be 
expected in districts with less wealth per pupil. 

A similar comparison can be made between the districts with and those without 
persons with Spanish surnames. Prior to the reform, 18 districts with Spanish surnamed 
people had less wealth and lower expenditures and received less state aid both in dollar and 
ratio terms. After the reform, the shortage of wealth in districts had increased. On the other 
hand, their expenditure growth was rapid and almost resulted in the elimination of this 
differential. For these districts, state aid increased so substantially that they received more 
dollars per pupif and a greater portion of their expenditures from state aid after the 
equalization act than did districts without Spanish surnamed persons. The reform thus 
benefited school districts with Spanish surnamed persons as it benefited black districts. 

Tabfe 7 also presents data which differentiates between those 26 districts with a small 
and the 26 with a large portion of their population residing in rural/farm areas. In 1972-73, 
rural/farm districts had much more wealth and higher expenditures than did urban/nonfarm 
districts. By 1974-75, rural/farm districts further increased their wealth lead. These districts 
lost some of their expenditure lead nonetheless a substantial gap remained. A turnabout 
(like that recorded for districts with Spanish surnamed persons) occurred in dollar state aid, 
with urban areas receiving more per pupil than rural areas before the act and far less after 
the act. These changes translate into a sizable increase in the lead the urban areas had in 
their state aid ratio and resuft in a ratio more than twice as large for urban than rural areas. 
In general, urban districts gained in comparison to rural/farm districts. 



9 Because Kansas has few residents who are black or who have Spanish surnames the 
comparison is made on a with and without basis. The other comparisons consider the 10 
percent of the school districts in which the residents are richest and poorest, most rural and 
least rural, etc. The findings are rather unchanged if the comparisons are made for the top 
and bottom 25 percent rather than the 1 percent described above, 
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Income comparisons can be made in a number of ways. Before the reform, a district 
with a high incidence of poverty and a low income was associated with relatively large 
wealth, expenditures, and state aid; whereas a district with a large portion of rich families 
was associated with large expenditures, less wealth, and low state aid. After the reform, the 
wealth gap remained rather unchanged for the portion below poverty income comparison 
but increased for the income and portion rich comparisons. The expenditure differential 
narrowed for all three income comparisons. The state aid differential increased for the 
income comparison but decreased for the other two. For state aid ratios there was a reversal 
of the lead for all three comparisons. Thus, the 26 districts with low portions of their 
residents below poverty level, with a high district income, and a high percentage of rich 
families gained at the expense of the 26 districts with more of their residents below a 
poverty income level, with low overall district income, and with a small portion of their 
residents classified as rich. 

An alternative way of looking at the relationship between state aid and wealth or 
expenditures is by employing a correlation coefficient as a measure of the statistical 
relationship. Table 8 presents four school finance statistics for the years 1972-73 through 
1975-76 combined for all districts and separately for the three enrollment categories. This 
analysis differs from the one shown in Table 7 in that it examines the entire range of 
districts and is not limited to those at the extremes. Also, this analysis employs a Gini Index 
as the statistical measure. 

The Gini Index is an expression of a Lorenz curve which is often used to illustrate the 
degree of equality in the distribution of income and is an appropriate quantitative measure 
of fiscal neutrality for public school finance. A Lorenz curve is a graphic presentation in 
which school districts, for example, would be arrayed in ascending order of wealth per 
pupil; the cumulative percents of total school revenue are plotted against the cumulative 
percents of each district's proportion of the state's student population. A measure of the 
degree of concentration of this frequency distribution is given by the Gini Index. 10 It has 
the value zero when each school received the same per pupil revenue and complete equality 
is present; the index has a value of one if all school revenue is received by one district and 
complete inequality exists. A range of values for the Gini IndexofOto 1 is possible, with a 
lower index indicating a more equal distribution of per pupil school district revenue. One 
advantage of using this index is that it avoids the large influence of squared differences at 



10 Technically the Gini Index is calculated G - (Xj . 1 Yj - XjYj _ y ) where y = revenue 
and x - pupils in the district 
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the extremes, which are present in some measures, and is independent of the measure of 
central tendency. 

With a change in school revenues accomplished by a change in the distribution of state 
aid, there wilf be a change in the Gini Index- This change wilf be a quantification of the 
effect on fiscal neutrality of the alteration in the distribution of state aid. 

The Gini Indices shown in Table 8 may be interpreted as follows: after the reform act, 
wealth, state aid, and local revenues were distributed more unequally than before, but per 
pupil expenditures were equalized. 

It should be recalled that neither the 1973 Kansas School District Equalization Act nor 
subsequent amendments attempted to equalize per pupil wealth. The observed changes in 
the degree of equality of per pupil wealth is the result of differences in the rate of growth of 
enrollment and wealth between districts, and of some small realignment of school district 
boundaries. 

From 1972-73 to 1975-76, wealth became seven percent less equally distributed among 
school districts, and the Ginf Index rose from ,1899 to.2046. Over the same period local 
revenue became 46 percent less equal, state aid 57 percent less equal, and expenditures 
about 30 percent more equal. While there are some differences among school districts when 
they are classified by size, the same general pattern prevails. 

Comparing the Gini Indices for state aid and local revenue clearly shows that some 
portion of the inequality in locally produced school revenue is offset by state aid which was 
the purpose of the 1973 act. For example, the total difference in the all-districts category 
for 1972-73 is 32 percent lower than it would have been without state aid. 11 The offset 
rose to 58 percent in 1973-74, to 65 percent in 1974-75, and to 66 percent in 1975-76. 
Thus, the initial effect of the reform was very substantial in equalizing the educational 
opportunity available to Kansas public school pupils and the equalization has continued to 
increase modestly. 

For the large and middle-sized districts the results are similar. However, for the small 
districts the amount offset is substantially less than that for the other two classifications-in 
1976-76, 67 percent for the largest, 66 percent for the middle, and 50 percent for the 
smallest districts. 

While the Gini Index is employed as the main statistical measure of fiscal neutrality, it 
Is inadequate for measuring some relationships of importance to this analysis of the Kansas 



1 * This ratio is calculated as follows; 

100 { 1 . Ex P en diturgs v 
Local Revenue 
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Table 8 

Gini Index: Wealth, Expenditures, State Aid, and Local Revenue, 

1972-73 through 1975-76, 

by District Size 





1972-73 


1973-74 


1974-75 


1975-76 


(all districts; 307 school districts) 


Wealth 


.1899 


.1878 


.2032 


.2046 


State aid 


.1077 


.1637 


.1732 


.1692 


Local revenue 


.1426 


.1981 


.2085 


.2045 


Expenditures 


.0975 


,0829 


.0727 


.0696 






(1,300 and over pupils 


; 66 school districts} 




Wealth 


.1308 


.1302 


.1410 


.1384 


State aid 


.0976 


.1203 


.1144 


.1141 


Local revenue 


.1044 


.1348 


.1392 


.1373 


Expenditures 


,0679 


.0575 


.0473 


.0448 






(400 to 1,299 pupils; 


178 school districts) 




Wealth 


.2117 


.2082 


.2220 


.2254 


State aid 


.1125 


.2200 


.2596 


.2487 


Local revenue 


.1678 


.2460 


.2430 


.2371 


Expenditures 


.1141 


.0974 


.0865 


.0799 






(less than 400 pupils; 


63 school districts) 




Wealth 


.2287 


.2208 


.2051 


.2121 


State aid 


.1852 


.5054 


.5264 


.4816 


Local revenue 


.1792 


.2309 


.2140 


.2112 


Expenditures 


.1297 


.1195 


.1137 


.1065 
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School District Equalization Act of 1973. Therefore, a correlation analysis is employed to 
produce a single summary statistic which describes a strength of association between two 
variables and supplements the Gini Index with an additional statistic. A correlation 
coefficient is calculated to quantify the association. The coefficient can vary from +1.0 to 
-1.0. A coefficient of +1.0 implies a "perfect" positive relationship in which an increase in 
one variable is always associated with a concomitant increase in the other variable; a 
coefficient of -1.0 indicates a "perfect" negative relationship in which an increase in one 
variable is always associated with a decrease in the other variable; and a coefficient of 
always implies that no relationship exists between the two variables. This Pearson 
correlation coefficient has a signfficance level associated with it. Technically, in this report a 
two-tailed Student's f with N - 2 degrees of freedom is the reported significance test. 

Table 9 presents correlation coefficients between state aid and wealth, and wealth and 
expenditures, State aid is measured as the percentage of total expenditures financed from 
state grants; wealth and expenditures are measured on a per pupil basis. It is clear that there 
is a strong negative relationship between wealth and state aid; rich districts have lower state 
aid ratios than do poor districts. Similarly, a somewhat weaker relationship between relative 
state aid and expenditures means that districts that spend a lot receive relatively little aid, 
and districts that spend little receive relatively large amounts of state aid. 



Table 9 

Correlation Between Relative State Aid and Wealth, 
and Expenditure 1974-1975, Total and Enrollment Groups 







Relative State Aid 


Enrollment 


Number of 


Wealth Expenditure 


group 


districts 


per pupil per pupil 







(correlation coefficients) 


All districts 


261 


-.9417 -.7552 


Less than 400 


45 


-.9707 -.5931 


400101,299 


152 


-.9488 -.7838 


1,300 and over 


64 


-.9339 -.6075 



All significant at .001 level. 



29 



Program Effects 

Pupil transportation is the only special program included in the 1973 act. There are no 
provisions creating local incentive or equalization of other special programs such as 
compensatory education, education for the handicapped, capital outlay, or textbook or 
retirement funding. There are other systems of state financial aid for some educational 
needs; these systems require proration if sufficient funds are not available to meet total 
program entitlements. In recent years, this has been a problem for the rapidly growing 
special education programs but has not been of significance to the other special programs. 
The importance of these programs is indicated by the level of their funding shown in Table 
10. 

Table 10 
State Aid to School Districts for Special Programs 



1973-74 1974-75 1975-76 

Program (thousands of dollars) 



Transportation aid 


11,644 


12,931 


15,000 


Special education 


5,568 


9,476 


12,108 


Vocational education 


341 


396 


730 


Drivers education 


900 


1,200 


1,200 


School food assistance 


859 


945 


1,435 



Pupil transportation: Kansas law requires school districts to transport all pupils who 
reside more than 2.5 miles from the school which they attend. Districts are permitted to, 
and many do, transport pupi Is who live closer to the school. Since 1 965, transportation aid 
has been provided on the basis of the average cost of pupil transportation within pupil 
density groups which recognized the higher transportation costs in low-density districts. The 
1965 level of state funding was established at $32 per pupil or 70 percent of the actual cost, 
whichever was less. The 1973 act raised this funding level to a cost-density formula 
authorization or 100 percent of the actual cost, whichever is less; eliminated the restrictive 
state limit on this aid; and ended the need to prorate district allocations that were lower 
than the authorized level. 

The rationale for not equalizing pupil transportation aid is that such transportation is a 
public convenience, not an educational function. This speaks to requiring the state to fully 
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Table 11 

Adjusted General Fund Tax Rates 
1972-73 through 1975-76 



Mill 
levies 


1972-73 


1973-74 
(number of 


1974-75 
districts) 


1975-76 


Less than 10 


31 


20 


2 


3 


10.00-14.99 


112 


96 


11 


34 


15.00-19,99 


115 


131 


127 


182 


20.00-24.99 


37 


50 


138 


80 


25.00-29.99 


10 


9 


25 


7 


30.00-34.99 


3 


1 


4 


1 


35.00-39.99 


1 











40.00-44.99 


1 








_ . 


45.00-49.99 











_ 


TOTAL 


310 


307 


307 


307 



(mills) 



Low rate 


3.71 


2.73 


9.59 


7.41 


High rate 


40.06 


30.56 


31.11 


30.97 


Median 


15.52 


16.29 


20.37 


18.20 



Note: An adjusted tax rate is the rate which would have produced the same amount of 
revenue as was actually received, had the property been assessed at the required 30 
percent ratio between the assessed and actual value. 



Table 12 

Property Tax Levies by Fund, 
1972-73 through 1075-76 



1972-73 



Fund 



1973-74 1974-75 

(thousands of dollars) 



1975-76 



General 


$167,065 


$170,495 


$217,693 


$230,539 


Social Security 


15,286 


20,504 


21,410 


25,807 


Capital outlay 


11,551 


15,480 


18,289 


21,435 


Vocational education 


8,497 


9,567 


8,584 


9,824 


Special education 


5,234 


7,707 


8,243 


9,288 


Workmen's Compensation 








1,050 


856 


Transportation 





784 


567 


576 


Teacher retirement 


336 


493 


629 


466 


Recreation 


1,384 


1,634 


1,770 


2,042 


No-fund warrants 


893 


689 


397 


499 


Special assessment 


787 


919 


704 


868 


Library 


463 


501 


495 


610 


Bond and interest 


32,669 


33,776 


32,209 


34,671 


County foundation fund 


61,820 


14,112 


16,688 


16,729 


TOTAL 


305,384 


276,661 


328,728 


355,210 
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fund the fair cost of transportation. At another level of analysis, it was the rural districts 
which suffered after the switch from the 1965 to the 1973 plan. Leaving transportation aid 
out of the equalization formula reduced the number of unaided districts and gained 
legislative support for the change. 

The 1973 law liberalized the transportation aid formula and nearly doubled the 
amount of such aid. All qualifying districts, including those which received no general aid, 
received an increase in transportation aid. 

Special education: Prior to 1974, there were four categorical state aid plans for special 
education: developmentally disabled, exceptional children, homebound, and deaf/blind. In 
1974, the state legislature enacted a major legal revision pertaining to the school district's 
responsibility in providing special education services to exceptional children. One of the 
more significant components of that legislation was the revision of the formula for providing 
district's financial assistance for special education. This legislation also mandated the 
provision of the full range of educational services to exceptional children and consolidated 
special education categorical aid programs into a single formula which was applied for the 
first time in fiscal year 1975. This formula provides for the payment of certain 
transportation and maintenance expenses and for the balance of the appropriated funds to 
be distributed to the school districts based on the number of special education personnel 
they employ. 

In fiscal year 1975, state aid provided about 75.6 percent ($1.75 million) of the total 
school district expenditures for mileage for special education teachers and for 
transportation/maintenance of pupils. An additional $7.7 million was apportioned to special 
education personnel at $3,793 per FTE. These two programs produced $9.5 million in state 
aid. In fiscal year 1976, this program increased to $12.2 million, with an increase to $4,000 
in personnel allocations. 

School districts supplemented this state aid and the $2.3 million in federal aid by $8,0 
million from a special education property tax levy and by an additional $9.5 million in 
transfers from the school district general fund. The total expenditure, $29.3 million, 
represents a 26 percent increase over fiscal year 1974; preliminary 1976 data indicate 
another increase of approximately 20 percent 

Vocational education: The state provides aid to vocational education to area vocational 
schools, community junior colleges, and unified school districts, To determine each district's 
entitlement, Kansas employs a complicated formula which was designed to meet federal 
requirements. It begins with the computation of the state- approved vocational program 
budget for the prior year, "Local effort," the amount spent for programs in the preceding 
year minus reimbursement, and "local ability/' the funds to support vocational education 
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that could be generated locally from all sources (e.g., state aid, local tax levy, and tuition), 
are computed. A ratio factor is derived by dividing the local effort by local ability and is 
multiplied by the difference between the approved budget and the local effort to determine 
the entitlement. That entitlement is subject to two additional qualifications: the minimum 
basic entitlement per program may not be fess than $1,000 and the entitlement per 
program may not be less than 90 percent nor more than 110 percent of the amount received 
in the prior year. 

Driver education: The state makes an allocation to driver education which is derived 
from license fees. The allocation is divided among school districts on the basis of each 
district's proportion of the state's driver education students. Because of the rising numbers 
of students enrolled in these programs, per student aid has declined steadily for a number of 
years. 

School food assistance: School districts are provided state aid from the state general 
fund to satisfy the matching fund requirements under the National School Lunch Program. 

LOCAL EFFECTS 

This section addresses the consequences of Kansas school finance reform on the local 
school district. The focus is on local school tax rates, local responses to power equalization, 
the districts' experiences since the act, and the determinants of tax rates. This section 
concludes by noting the extent of correlation between income and property values as wealth 
proxies. 

Effects on Local School District Tax Rates 

As was noted earlier, the state exercises local control through regulation of the rate of 
increase in per pupil budgets, While school districts have the freedom to select their own tax 
rates, the state's limit on their per pupil budget increases has been so low that, when 
combined with inflation, it has forced nearly all districts to utifize their full authorization 
and even to seek additional authorization through the appeals process, Thus, the districts are 
able to exercise little judgemental choice or local control, At the least, Kansas school 
districts have not revealed their preferences to the extent that might have been expected 
from a state financial aid program which includes power equalization features, 

Kansas school districts are authorized to levy taxes on all tangible property, both real 
and personal, located within their districts. There are no mandated requirements of specific 
tax levies for qualification under the 1973 act, Even derivation of the "local effort, for 
deduction from a district's basfc entitlement/' is merely a mathematical calculation, not a 
required tax rate. 
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In an analysis which compared the 1972-73 and 1973-74 general fund tax rates for 
Kansas school districts, the Legislative Research Department found that the 1973 act 
resulted in a rapid narrowing of the range of tax rates among school districts and in a tax 
rate decrease in districts with low wealth per pupil and low per pupil budgets. In terms of 
the object of the 1973 act, more important is the fact that in 1972 the Kansas school 
district with the lowest tax rate had the highest wealth per pupil and the district with the 
highest tax rate had a relatively low per pupil wealth. But, in 1973, the school district with 
the lowest rate had the second lowest wealth per pupil and the lowest budget per pupil, 
while the district with the highest rate ranked in its enrollment category near the top in 
wealth per pupil and had a high per pupil budget. In 1972, five districts had adjusted tax 
rates in excess of 30 mills and each had a relatively low wealth per pupil. The following 
year, four of these districts had adjusted rates of less than 10 mills, and the rate in the other 
district had declined significantly. Under the 1965 Kansas school finance system, the 
prevailing situation was one in which the districts with low wealth and expenditures had 
among the highest tax rates. That situation was largely corrected in 1973-74; a number of 
the low-wealth districts were able to greatly reduce their general fund tax rates in 1973, 

Table 1 1 presents adjusted general fund tax rates for Kansas school districts during the 
years 1972-73 through 1975-76. These data show that the spread of mill levies was 
significantly reduced immediately after the equalization act and that the general level of tax 
rates did not significantly change during the four-year period. It might be argued from these 
data that there was a general shift in the dispersion of tax rates in 1973-74 but little other 
change in overall tax rates. 

The most striking example of the change in mill levies and budgets brought about by 
the act is illustrated in the case of the Galena school district. In 1972-73, Galena had a 
budget per pupil of $497 and a general fund tax rate of 45.08 mills. For 1975-76, their 
budget per pupil had increased 63 percent to an estimated $837, and their general fund tax 
rate had decreased to 23.59 mills, a reduction of 21.49 mills. Galena's general fund tax rate, 
which was once one of the highest, is about 6.1 mills less than the state median. 

Selection of School Tax Rates 

In Kansas, the local school district general fund provides most of a district's educational 
finance. Table 12 shows the fund levies from 1972-73 through- 1975-76. Before the 
equalization act, when the county foundation levy was large, the general fund levy 
represented about 61 percent of the total fund levies. After the 1973 act, and the resultant 
reduction in the county foundation fund, the general fund levy has consistently been over 
70 percent of the total levies. 



Even though differences exist between the general fund and the total fund levies, when 
all levies are included, the correlation between the two is high, .76 in 1975-76 (see Table 
13). This correlation decreased irnmedfately after the act, but since then has steadily 
increased; it is highest within the group of small districts shown in Table 14. Because of this 
high positive correlation, it is possible to restrict the analysis to the general fund tax rates 
and at the same time to implicitly generalize about total tax rates. 

It is important to observe the relationship between general fund tax rates and the per 
pupil wealth and budget. As shown in Table 13, in 1972-73 there was a highly significant 
negative relationship between this tax rate and wealth or budget; thus, rich districts with 
high budgets levied low tax rates-a Serrano finding. After the equalization act, the 
magnitude of this relationship was greatly reduced, and for the relationship between tax rate 
and budget, its statistical significance declined. Thus, the equalization act reduced the force 
of the observed relationship between district wealth and tax rates and eliminated the 
relationship between budgets and tax rates. To this extent, the purpose of the act has been 
accomplished. 

Table 14 extends this analysis to enrollment groups and isolates the remaining 
statistically significant negative relationship between tax rates and wealth. This relationship 
persists only in small districts; those which are both rich and smafl have low tax rates. Poor 
small districts have high tax rates. The negative tie between wealth and tax rates remains 
only in the small districts; a negative relationship between budgets and tax rates no longer 
exists in any enrollment group. 

A final examination of the impact of the 1973 reform on general fund tax rates is 
possible by distinguishing between districts on the basis of their socioeconomic 
characteristics. Table 15 provides such information for the same district characteristics 
employed in Table 7. Before the reform, school districts with black and Spanish surnamed 
persons, urban/nonfarm, high portion both poor and and rich, and high income imposed 
relatively high tax rates. After the equalization act, this relationship persisted for districts 
with black and Spanish surnamed persons and for rich districts. However, after the reform, 
tax rates were relatively higher for the rural/farm, poor, and low income districts. Large tax 
rate increases occurred in districts with no black or Spanish surnamed persons, rural/farm, 
low income, and lower portion both rich and poor. Rates actually fell over the period in 
districts with black persons and in rural/farm, high income, and portion rich districts. 

Relationship Between Property Values and Income 

Kansas determines school district wealth by totaling the district's property valuation 
and income. Note the order of magnitude of the two components; in 1973-74 adjusted 
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Table 13 
Correlation Between General Fund Tax Rate and 

Wealth, Budget, and Total Tax Rate 
1972-73 through 1975-76, AH Districts 



General fund tax rate 



Year 



Wealth per Budget per Total tax 

pupil pupil rate 

(correlation coefficients) 



1972-73 


-0.5420* 


-0.3991* 


0.9371* 


1973-74 


-0.2722* 


0.3360* 


0.7155* 


1974-75 


-0.0981 


0.0328 


0.7463* 


1975-76 


-0.2118* 


-0.0549 


0.7597* 



*Significance = 0.001 
Significance > .01 



Table 14 
Correlation Between General Fund Tax Rate and 

Wealth, Budget and Total Tax Rate, 
1972-73 and 1974-75, by Enrollment Group 



General Fund Tax Rate 





Wealth per 


Budget per Total 


Enrollment 


pupil 


pupil tax rate 


group 




(correlation coefficeints} 



1972-73 

Less than 400 
400 to 1,299 
1,300 and over 

1974-75 

Less than 400 
400 to 1,299 
1,300 and over 



.5917* 
.6549* 
.3904* 



.4062* 

.1343 

,1146 



.3779* 
.4523* 
.0562 



.2260 
.0249 

.2166 



.9307* 
.0166* 
.9574* 



.8550* 
.7613* 
.7198* 



*Significance = 0.001 
Significance > .01 



36 



Table 15 

General Fund Tax Rates, 1972-73 and 1974-75 
by School District Characteristics 



District 
characteristics 


1972-73 
(mill levies) 


1974-75 


Black 






With 


29.89 


29.00 


Without 


22.48 


28.91 


Spanish surnamed 






With 


26.22 


29.61 


Without 


22.73 


28.87 


Portion rural/farm 






Low 


29.73 


29.04 


High 


19.38 


29.73 


Portion poor 






Low 


21.91 


29.81 


High 


27.58 


29.23 


Income 






Low 


20.58 


30.08 


High 


35.69 


28.77 


Portion rich 






Low 


19.62 


26.77 


High 


30.12 


28.81 
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valuation, $9.9 billion, was approximately twice the taxable income, $4.2 billion. These 
components are highly correlated among school districts. For the 307 school districts, the 
correlation was 0.9874 in 1973-74, 0.9844 in 1974-75, and 0.9863 in 1975-76; the 
significance level of the correlation coefficient is 0.00 for each year. This significantly 
positive correlation is somewhat reduced when the components are expressed in per capita 
terms-0.4672 in 1973-74, 0.5669 in 1974-75, and 0.5429 in 1975-76. It is interesting to 
note that within small and middiesized school districts the correlations are similar and are 
relatively unaffected by the per pupil transformation. The largest districts, however, exhibit 
a considerable dependence on the way the variables are measured. Illustrative correlations 
are shown in Table 16. 

Table 16 

Correlation Between Property Valuation and Income, 
Total and Enrollment Groups, 1973-74 







Total property valuation 


Per pupil property valuation 




Number of 


and total income 


and per pupil income 




districts 


(correlation 


coefficients) 


All districts 


307 


0.9884 


0.5669 


Less than 400 


73 


0.4653 


0.5026 


400 to 1,299 


169 


0.6103 


0.6134 


1,300 and over 


65 


0.9925 


0.3454 



From the analysis it is clear that, among Kansas school districts, income and property 
values are highly correlated when expressed in totals. For the large districts, however, this 
correlation changes when it is expressed In per pupil terms; it remains positive, but is smaller 
and has a lower statistical significance. The per pupil correlations are the factors when 
evaluating school aid programs because equalization is meaningful only in terms of the 
educational opportunity it provides to individual pupils. The weakness of the correlation 
between per pupil income and per pupil wealth requires careful policy formulation to 
develop state aid programs which recognize the relationship between the tax base of a local 
school district and the measure employed to determine the district's ability to finance 
public education. 
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IMPLICATIONS OF THE KANSAS EXPERIENCE 

The Kansas experience since the equalization act of 1973 illustrates one important 
aspect of reform in school finance, that continual attention must be addressed to 
equalization to insure that the degree of equality remains stable or continues to improve. In 
Kansas, the experience has been mixed. A grandfather clause was added after the act was 
initiated. The rate of increase in focal budgets was aliowed to expand substantially thereby 
reducing the level of potential equalization. More important has been the general upward 
drift of the local effort rate which has the consequence of increasing the extent of 
equalization. It should be recalled that if the local effort rate is reduced the state will be 
called on to contribute a greater portion of the authorized school district budget (up to 100 
percent if the local effort rate is zero) regardless of the district's wealth per pupil. The 
individual income tax rebate, which is distributed to districts on the basis of collection, 
increased but was not funneled through the aid formula, thus is not directly equalizing. 
Finally, there has been a reluctance to extend the equalization beyond the current (not 
capital) general fund (not special education, etc.) expenditures. As these nonequalized 
expenditure responsibilities have increased, the equalization force of the 1973 act has been 
reduced. Thus the Kansas experience points to the continuing need for reform efforts. 

Clearly, the Kansas School District Equalization Act of 1973 and its subsequent 
amendments have substantially increased the degree to which Kansas has equalized its public 
school finance. Educational opportunities are more equal in the state. Nonetheless, much 
remains to be done. In recent iegislative sessions, attention has been given to the 
equalization of more than current general fund expenditures. Prime candidates for inclusion 
in the formula are vocational and special education and Social Security tax expenditures. If 
the State proceeds in this direction, the degree of equalization will be further significantly 
increased. 
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ADDENDUM 

The 1976 session of the Kansas Legislature completed its work after the body of this 
report had been prepared. Because this session made some changes in the Kansas school 
finance program, a complete report should include a summary of its action. This addendum 
contains that summary. 

Wealth 

The measurement of district wealth as an average over a three-year period was 
extended to a four-year period. This further reduced the measured change in wealth as the 
result of adjusted valuation or taxable income changes. 

Local Effort Rate 

The local effort rate was raised from 1.7 percent to 1.77 percent which resulted in 
further equalization. 

Grandfather Clause 

A 1976 amendment reduced to 75 percent the amount of the income tax rabate to be 
deducted from the per pupil entitlement to determine a district's aid. This will result in an 
increase in the amount of aid provided under the grandfather clause. 

Income Tax Rebate 

After a five percent increase in the income tax rebate in 1975, an additional five 
percent increase was made, bringing the total to 20 percent. Again, all districts share in these 
funds and no equalization occurs. 

Budget Limitations 

The annual budget increase of 10 percent, authorized in 1975, was returned to'the 
1974 level of seven percent. This per pupil limit applies to any school district which does 
not have the authority to make a larger increase. 



MICHIGAN'S SCHOOL DISTRICT EQUALIZATION ACT OF 1973; 
ITS BACKGROUND, STRUCTURE, AND EFFECTS* 



Introduction 

On August 14, 1973 Governor William G. Mllliken signed Public Act 101, 
designated by the Michigan Legislature in honor of its chief sponsor as the 
"Gilbert E. Bursley school district equalization act of 1973". In so doing 
the Governor realized a goal he had been pursuing assiduously for four 
years, in that the Act did bring substantial changes in the system of state 
aid for elementary and secondary education. But these changes bore little 
resemblance to the program he had advocated from 1969 to 1972, when a 
proposed constitutional amendment that would have permitted implementation 
of that program was turned down by the electorate, As was the case in other 
states, the battle lines were formed on one side by those, led by Governor 
Milliken, who favored drastically diminished reliance on the property tax 
coupled with centralized state financing of a uniform program, On the 
other side a variety of interests were united only in their opposition to 
the Governor's plan and, perhaps, by concern for maintenance of a large 
measure of local fiscal responsibility, 

Action toward reform was given some impetus by the State Supreme 

2 
Court. In Governor vs. State Treasurer the Court, divided 4 to 3, declared 

the 1970-71 system of financing elementary and secondary education to be 
unconstitutional. The opinion was hastily written and handed down on 
December 29, 1972, a few days before two new justices would take office, 



Harvey E. Brazer and Ann P. Anderson, University of Michigan, Ann Arbor, Michigan 
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Only one month later the new justices voted with the remaining two dissenters 

3 

in favor of a motion for rehearing, And, finally s on December 10, 1973, 

four months after the Bursley Act became law, the Court vacated its earlier 
opinion, again on a 4 to 3 division, thus relieving the Legislature of 
any judicial pressure for reform that may have remained after the U.S. 
Supreme Court's verdict in Rodriguez . Although there is obviously room 
for differences of opinion on the matter, in Michigan's case it seems apparent 
to us that school finance reform was not a consequence of litigation or 
judicial edict. Rather, it should be seen as the current stage in a contin-r- 
uing effort to realize equality of educational opportunity, an effort the 
beginnings of which antedate statehood, The Bursley Act has already been 
subject to amendment in legislation passed in 1975 and 1976, and the 
Governor's State of the State Message of January, 1977 proposes some further 
minor changes. 

As an evolving system, school finance in Michigan is particularly 
difficult to evaluate. Certainly since fiscal year 1973-74 the system has 
been in a transition phasej moving from the former foundation program through 
change each year in the scope and limitations attached to its equal-yield 
formula. Thus the data for 1973-74 and 1974-75 can not reveal equilibrium 
positions attained by school districts in response to the new system. This 
study must be seen, therefore, as one that explores the consequences oi: 
changes in the system during the very early phases of transition from pre 
1973-74 arrangements. It is far too soon to expect definitive conclusions 
with respect to long-run equilibrium consequences of the shift to the equal- 
yield approach for inter-district differences in per pupil operating expendi- 
tures and revenues, millage rates, and other relevant variables, But prospects 
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and expectations set up by the new approach can be explored, with the 
analysis drawing on the observed outcomes in transitional years as well as 
on changes in incentives and rewards introduced by that approach. 

In the sections of the study that follow, we examine, first, the develop- 
ments that took place in the foundation program during the decade beginning 
in 1961-62, then the principal features of the Bursley Act of 1973 and its 
amendments are described and compared with the pre-1973 foundation program, 
The expected school district responses to the change are examined next, 
followed by an extensive analysis of the data for the period through 1974<-75 
and, to a more limited extent, 1975-76. 

The Foundation Program to 1972-3 

Michigan was one of the earliest states to concern itself with equality 
of educational opportunity. That concern was evidenced, for the most part, 
for nearly 50 years prior to passage of the Bursley Act through Strayer^Haig 

Q 

type '"foundation" programs. Typically, a foundation aid program was (and 
is) designed to ensure to each school district that put forth at least the 
mandated tax effort a specified minimum number of dollars per pupil, irrespec- 
tive of the size of the district's tax base, The three elements in the 
foundation aid formula are the basic allowance, the amount of deductible 
millage, and the taxable value of property per pupil in the district, 
Thus the foundation formula is: 

A = B - m(SEV), subject to a zero limit, 

where A is the per pupil amount of state aid, B is the basic allowance, 
m is deductible millage, and SEV is the taxable value of property per pupil, 
Another feature of the program is the "mandated" millage a the rate that 
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must be levied if the district is to qualify for state aid, 

Obviously, a foundation aid program can be as adequate to the task of 
ensuring any specified minimum level of revenue and degree of equalization 
of revenues per pupil as its designers wish to make it. if no budget constraint 
is imposed. Suppose, for example, that the state wishes to ensure that each 
district has available to it for operations $1,200 per pupil. It sets the 
value of B at this sum. It may also decide that state aid should be extended 
in amounts that decline with rising SEV, to reach zero at a level of $50,000. 
To find the required m, all that is needed is to set A in the formula equal 
to zero, let B equal $1,200, SEV equal $50,000, and solve for m, which turns 
out to be 24 mills. Adding the requirement that 24 mills or more must be 
levied to qualify for aid completes the program. Under it all districts 
with SEV ranging from zero to $50,000 would be assuredly means of a lump 
sum grant, of $1,200 per pupil, with no state matching of millage in excess 
of 24. Thus once the mandated or qualifying millage is levied no further 
incentives to local tax effort are offered, And considerable inequality 
in per pupil revenues may remain, attributable to tax rates higher in some 
districts than 24 mills and/or to SEV f s in excess of $50,000, 

An equal-yield or "district power equalizing' 1 formula will similarly 
permit variance in per pupil revenues, because of tax rates in excess of 
the level subject to state matching and, in the absence of a recapture 
provision, because of SEV's higher than the basic support level, The 
mandated raillage feature is not, of course, a necessary part of either 
the foundation or the equal-yield approach, It may be employed with either 
approach as a means of establishing a floor level of revenue for each pupil 
in all districts that elect to participate in the state aid system, The 



important difference between the two approaches lies in the fact that a 
foundation program offers only a fixed or lump sum grant that is invariant 
with local tax effort, providing no price or substitution effects at the 
margin. In contrast, under an open-ended equal yield system, substitution 
effects vary inversely with the district's SEV, No aid whatsover is provided 
when SEV exceeds the support level, and increasingly large sums per dollar 
levied locally are allocated as SEV declines, 

Needless to say, the foundation program as it functioned in Michigan 
fell far short of the goals implied in our illustrative figures. Commenting 
on the program as it functioned in 1957-58 > the authors of Michigan Tax 
Study Staff Papers noted that "The basic objective - so far only dimly 
realized - of state aid to education in Michigan has been to equalize educa- 
tional opportunity for all children... 1 ' This finding would have' surprised 
no one, certainly not anyone aware of the fact that the gross allowance per 

pupil in 1957-58 was $190, deductible millage was 2,75 mills, and 7 mills 

12 
was mandated. By 1961-62 the gross allowance had been increased only to 

13 

$205, deductible millage to 3.25, and mandated millage to 8 mills. For 

that year operating expenditures per pupil in Michigan's 534 K-12 districts 
ranged from $238 to $630, with a mean of $335, $130 or 63 per cent more than 
the gross allowance. A district having the average SEV of $12,160 and levying 
only the mandated 8 mills would have had available to it $97 per pupil in 
property tax receipts and $165 in state aid, for a total of $262, more than 
20 per cent below the State mean. If that district had levied 12 mills for 
operation, the State average for 1961-62, it woiild have realized $311 per 
pupil, which, with the addition of categorical aids and miscellaneous 
receipts, would have enabled it to spend at about the mean level for the State, 
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If its SEV had been equal Co that of the district ranked at the top of the 
lowest quartile, $7,988, a levy equal to the State average would have pro- 
vided it with only $275 per pupil in general assistance plus property tax 
revenue. A district ranked at the top of the third quartile in terms of 
SEV, $14,090 per pupil, would have had a corresponding amount of $328 avail- 
able to it. 

Thus for the 1961-62 fiscal year one does find a wide difference in the 
level of expenditures of the school districts at opposite ends of the range, 
The ratio of 2.65 to 1 between the highest and lowest spending districts 
represents an extreme upon which one can base a good ''horror story 1 of the 
kind that has been well received in State Supreme Court opinions such as 
those handed down in California and Michigan, Yet, while such wide differ- 
ences are shocking, extreme cases do not lend much insight to the attempt 
to evaluate either the system as a whole or changes in that system. It is 
far more instructive to observe those measures that provide means of 
characterizing the system as a whole, Thus, turning again to per pupil 
operating expenditures for fiscal 1962, we find that the mean figure was 
$335 and the standard deviation was $61, producing a "coefficient of varia-r 
tion", defined as the standard deviation divided by the mean, of 13.3 per 
cent. We should expect, therefore, to find that two thirds of Michigan's 
districts spent between $335 + $61, or $396,, and $335 ~ $61, or $274, 
while 95 per cent fell within a range of $457 to $213, 14 Actually no 
district fell below $238, suggesting a skewed distribution, as does the 
fact that the highest spending district, at $630, was almost 5 standard 
deviations above the mean, so far "out of line" as to be viewed appropriately 
as a "freak". 



47 



An alternative measure of dispersion is given by one-half of the 
difference between the first and third quartile values expressed as a 
percentage of the median. It has the virtue of being unaffected by extreme 
values at either end of the range. In terms of this version, the coeffi- 
cient of variation in expenditures per pupil was 10.4 per cent, indicating 
that in a set of school districts normally distributed with respect to 
operating expenditures per pupil, approximately one-half of the districts 
would lie between the median value plus 10,4 per cent and the median minus 
10.4 per cent, or between $351 and $284. 

Clearly, however, irrespective of the measure of dispersion used, there 
were, in fiscal 1962, substantial differences among school districts in per 
pupil operating expenditures. These differences were the products of very 
much greater variances in state equalized values of taxable property per 
pupil (SEV) and in operating millages levied. The mean level of SEV for all 
534 districts was $12,160, with a range of $1,133 to $55,619. The operating 
raillage rate averaged 12 mills, reaching as high as 30 mills in one district 
and down to a low of 7 in another. The coefficients of variation (standard 
deviation divided by the mean) were 52 per cent for SEV and 32 per cent for 
operating raillage. It might be supposed that the very much lower variance 
in operating expenditures than in millage and SEV was attributable to efforts 
by low SEV districts to offset low taxable value by imposing higher tax 
rates. But this was true only to a very limited extent. The simple correla- 
tion coefficient, relating 1961-62 tax levies for school operations to 1961 
SEV's is, at -.074, relatively low, The regression equation is MILL 61m2 

12.54 - .045 SEV.- (where SEV is expressed in thousands of dollars), 
bl 

indicating that a difference between districts of $1,000 in SEV is, on the 
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average, accompanied by a difference in the opposite direction of less than 
.05 mills. Given this relationship, one is forced to the conclusion that 
the major factors tending to bring variance in expenditures well below that 
in SEV were the system of general state aid, despite the low gross allow- 
ance relative to mean expenditures and the low deductible millage relative 
to the average tax rate, and categorical assistance. 

The basic structure of the school aid system remained unchanged through 
the fiscal year 1964-65. The gross allowance per pupil and deductible mill- 
age of $205 and 3.25 mills, with at least 6 mills required for any aid to be 
received and 8 mills for full aid, in effect from 1959-^60 through 196U-62, 
were increased to $224 and 3,875 mills for 1962-63 and 1963-64 and to 
$236.50 and 4.25 for 1964-65. 17 

The State Legislature faced each year the conflict between the high and 
the low SEV districts, each seeking a larger share of a gradually rising 
amount of state aid. Under the foundation grant progranij given the budget 
constraint, obviously a higher gross allowance must be offset by higher 
deductible millage. Suppose, for example, that the choice lay between a 

gross allowance of $500 and deductible millage of 12 mills and $300 and 2 

1 
mills. A district with $20,000 in SEV would be indifferent between these 

alternatives. It would receive $260 per child under either. But "richer" 
districts would opt for the $300/2 mill package while "poorer* 1 districts 
would push for $500 and 12 mills deductible, For example, a district with 
SEV of $30,000 would receive $240 per pupil under the first alternative and 
only $140 under the second, whereas a district with SEV of $5,000 would get 
3290 and $440. Moreover, the $300/2 mill formula would extend aid to 
'stricts wlt-h as much as $150,000 in SEV, thus ensuring some aid to all 
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districts, whereas the $500/12 mill combination would bring aid to zero 

19 
where SEV reached $41,667. Thus, with any given total of funds available 

for general school aid, realization of an increase in equalization of 
revenues available requires raising the gross allowance and deductible 
millage simultaneously. 

The tug of war for school aid funds between the "have" and "have-not" 
districts seemed hopelessly deadlocked until the 1965 legislative session. 
The compromise devised that year permitted each school district to choose 
that one of two alternative formulas most favorable to itself, Specifically, 

the options permitted were a gross allowance of $255 per pupil coupled with 

20 
4.6 mills deductible and $380 with 14.5 mills deductible. These alterna^ 

tives established the "break-even 11 SEV at $12,627, close to the statewide 
average in 1965, This legislation provided a small but significant step 
toward increasing the equalizing impact of the state aid system. Under it 
the $20,000 SEV district was entitled to $163 per pupil, while the $5,000 
SEV district could claim $308, a difference of 89 per cent, In the 
preceding year, 1964-65, when a uniform $236/4.25 mills formula applied to 
all districts, the corresponding amounts would have been $152 and $215, 
for a difference of only 41 per cent, 

A similar approach to state aid was pursued by the Legislature through 
1972. But the ratio between the gross allowance available to low SEV 
districts and that afforded to high SEV districts, $380 to $255, or nearly 
1.5 to 1, was permitted to decline gradually until, by 1971r<72,it had 
reached $661.50 to $559.50, or 1,18 to 1, and for 1972-73 it was down to 
$715 to $644, 1.11 to 1, This decline was offset, however, by a sharp 
narrowing of the difference between deductible millages and with repeated 



increases in them. Thua from 4,6 and 14.5 mills in 1965-66 deductible 
raillages were increased to 14 and 20 for 197O-71 and 1971^72 and to 16 
and 20 mills for 1972-73. 

In Table 1 we have set out the principal features of state general aid 
for school districts and the amounts per pupil received, by selected school 
districts^for the years 1966-67, 1969-70, 1971-72, and 1972-^73, The data 
presented in the table show that the changes over the period under review 
redounded strongly do the relative advantage of such low SEV districts as 
Inkster in the Detroit metropolitan area, the "Upper Peninsula small rural 
district of Rock River Township in Alger County, the Flint suburb of Mount 
Morris, the Leslie district in the Lansing area, and Northview, near Grand 
Rapids. Among these districts the increase in foundation aid per pupil 
ranged from $225 for Rock River, an increase of 67 per cent* $205 for Leslie, 
and $201 for Inkster (61 per cent), to $148 for Mount Morris and $124 for 
Northview, 

On the other hand, high SEV suburbs, such as Dearborn in the Detroit 
area and the Grand Rapids area's Godwin Heights, saw their general assistance 
fall to zero, while others, Ann Arbor and the Lansing suburb of Waver ly 
among, them experienced sharp cuts in aid, bringing them to $100 or less per 
pupil. 

It must be borne in mind, of course^ that the changes in "membership" 
or general aid shown in Table 1 are attributable only in part to changes 
in the aid formula. They also reflect changes in SEV, We find very high 
rates of growth in Lincoln Park and Northview, for example t approaching or 
exceeding 100 per cent in only six years, and thus dampening substantially 
the influence of the changes in the aid formula for these low SEV districts. 



Table 1 

Gross Allowance per Pupil, Deductible Millage, and 
State Formula Aid per Pupil, 1966-67 to 1972-73 
Selected Years and School Districts 
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1966-67 



1969-70 



1970-71 



1971-72 



1972-73 



Aid Formulas 



S 

Gross a) 
Allowance b) 

Deductible a) 
Millage b) 


>$12,738 
12,738 

$280.50 
407.50 

5.03 
15.00 




>12,864 
712,864 

408.00 
549.50 

9.0 
20.0 


>15,550 
<15,550 

530.50 
623.50 

14.0 
20.0 


>17,000 
<17,000 

559.50 
661.50 

14.0 
20.0 


>17,750 
17,750 

644.00 
715.00 

16.0 
20.0 






SEV 


AID 


Aid 


Per 


Pupil 


AID 




SEV 


AID 


SEV 


AID 


SEV 


AID 


SEV 


Detroit 
Dearborn 
Inkster 
Lincoln Park 


$16,655 
34,705 
5,214 
7,747 


197 
106 
329 
291 


17,720 
41,447 
6,637 
12,609 


249 
35 

417 
297 


18,347 
44,738 
8,151 
15,695 


274 

460 
311 


19 
45 
8 
16 


,872 
,952 
,556 
,807 


281 

490 
325 


20,521 

50,393 
9,246 
18,483 


316 

530 
348 


Ann Arbor 
Milan 


21,510 
10,735 


172 
246 


25,642 
12,653 


177 
296 


28,848 
14,480 


127 
334 


31 
16 


,608 
,074 


117 
340 


33,980 

17,177 


100 

371 


Rock River Twp. 
Harbor Springs 


4,686 
17,214 


337 
194 


5,340 
26,078 


443 
173 


6,394 
24,925 


496 
182 


7 
24 


,328 

,473 


515 
217 


7,647 
21,188 


562 
145 


Flint 
Mt. Morris 
Gorman 


17,350 
7,598 
21,746 


193 

294 
171 


19,087 
8,999 
26,668 


236 
370 
168 


20,463 
10,473 
28,977 


244 
414 
125 


20 
12 

30 


,942 
,657 
,049 


266 
408 
139 


22,313 
13,675 
31,592 


286 
442 
139 


Lansing 

Leslie 
Waverly 


15,247 
6,665 
21,664 


204 
308 
172 


18,828 
7,924 
26,582 


239 
391 
169 


20,363 
9,780 
29,944 


245 
428 

111 


20 
10 
32 


,515 
,049 
,266 


272 
461 
108 


.21,405 
10,117 
35,371 


302 
513 
78 


Grand Rapids 
Godwin Hts. 
Northview 


18,928 
24,176 
8,051 


185 
159 
287 


20,343 
36,744 
9,331 


225 
77 
363 


21,540 
35,564 
10,403 


229 
33 

415 


22 
39 
13 


,039 

,467 
,001 


251 

7 
401 


22,719 
42,943 
15,220 


280 

411 


Three Hypothetical Districts 


(growth in 


SEV 


at 8 per 


cent 


per 


year) 








A 
B 
C 


$ 5,000 
15,000 
40,000 


333 
205 
79 


6,400 
18,900 
50>400 


424 
238 



6,800 
20,400 
54,400 


488 

245 



7 
22 
58 


,300 
,000 
,800 


516 
252 




7,900 
23,800 
63,500 


557 
263 
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and for districts like Dearborn and Godwin Heights the rapid rate of growth 
of SEV reinforced the influence of formula changes to reduce aid to zero 
from over $100 per pupil in 1966-67. 

Throughout the immediate pre-Bursley period we find the Detroit school 
district gaining only slowly in aid per pupil moving from $197 in 1966~67 
to $316 in 1972-73, about in line with Che advance in the total appropria^ 
tion for general membership aid. Detroit's "needs" may exceed those of 
other districts, but its SEV remained above the mean for all districts until 
1974-75, in part because of enrollments that have been declining steadily 
since a mid-60 ' s peak of about 300,000. In terras of taxable value per pupil 
even currently Detroit is not "poor", in the sense that its SEV lies above 
the median value for all K-12 districts. 

Finally, in an effort to illustrate the effects of changes in the school 
aid formula independently of differences among districts in the rate of 
growth of SEV, we present the bottom tier of figures in Table 1 and the 
relationships depicted in Figure 1, Each of the hypothetical school districts 
A, B, and C of Table 1 is assumed Co experience a rate of growth in its SEV 
of 8 per cent per year, beginning from a low level of $5,000, a modest but 
above average $15,000, and a high level of $40,000 for 1966-67, In the latter 
year each of the 3 districts would have received some aid , ranging from 
$333 for A to $79 for C. But by 1969-70 C no longer receives anything. 
B moves upward slowly eo $263 per pupil by 1972^73, for an annual rate of 
growth of 4.24 per cent. And A, the low SEV district, gains $224 per pupil 
in 6 years, realizing an annual rate of growth in state aid of 8,95 per cent. 

Changes in the membership aid formula enacted during the latter half 
of the decade of the 1960 T s and the early 1970 l s seem clearly to have moved 
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Figure 1 
Relation Between State Aid. aad SEV, Selected Years, 1966-67 Co 1973-74 
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the system appreciably toward an increasingly large equalizing influence. 
These changes are depicted graphically in Figure 1. Beginning with 1966-67, 
we find that as SEV increases aid per pupil declines fairly rapidly up to 
SEV of $12,738 and then, at the t: kink" at that level of SEV, much more 
slowly, reaching zero only at $56 f OOO, almost $5,000 higher than the highest 
SEV in that year among K-12 districts. By 1971-72, however, the kink in 
the aid function has diminished sharply, due to the shift from 15 and 5*03 in 
deductible niillage to 20 and 14. For 1972-73, with deductible millages at 
20 and 16 the kink has become barely discernible at $17,750 of SEV, The 
most important aspect of Figure 1 that stands out clearly and sharply is that, 
compared with 1966--67, the improvement in the level of state aid per pupil 
by 1972-73 is greatest for districts with very low SEV and declines steadily 
as SEV increases, falling below the 1966-67 level when SEV reaches approxi- 
mately $33,000, some 50 per cent above the state wide average. For 1972-73 
aid fell to zero at SEV's of $40,250 and above. 

The line labeled 1973-74 is not strictly comparable with the other 
three. It reflects the impact of the Bursley Act in a restricted and limited 
sense and is included in order to demonstrate that the first year's impact 
of the Act's "power-equalizing' 1 or "equal yield" formula can be seen as 
essentially an extension and improvement of the foundation program^, rather 
than as a drastic shift away from the direction in which the Legislature had 
been moving in the years immediately prior to its enactment, For 1973-74 
the Bursley Act provided general aid per pupil equal to $38,000 minus the 
district's SEV, multiplied by its operating mlllage, up to a maximum of 22 

mills. The relationship between state aid and SEV for 1973-74 depicted in 

22 

Figure 1 is drawn on the assumption that each district levied 22 mills or more. 
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Given this assumption, state aid under Bursley for 1973-74 may be stated 
in "foundation" grant terms as a gross allowance of $836 (,022 x $38,000) 
coupled with deductible millage at 22 mills. As we shall note presently, 
however, this view of the Bursley Act is not consistent with its intent and 
is only valid for 1973-74 for those districts that did levy at least 22 mills. 
For the period 1961-62 through 1972-73 we should expect to find that the 
major changes in the foundation aid system described here brought about a 
reduction in the degree of inequality that prevailed with respect to such 
principal fiscal variables as per pupil operating expenditures and local 
revenues. It is possible, however, that changes in SEV may have led to more 
or to less inequality in those variables, depending on whether its variance 
widened or narrowed over the period. At the same time variance in state aid 
per pupil should have increased, The relevant data are presented in Table 2 
for the years 1961-62, 1966-67, and 1971-72. The year 1972-73 is omitted 

because in that year the Detroit School District levied only 15.51 mills for 

23 
operations, compared with 20,80 in 1971-72 and 22.51 for 1973-74, Since 

Detroit accounted for 13 per cent of total public KvL2 membership in 1972-73 
and a similar proportion of total operating expenditures, we believe that its 
aberrant behavior in that year would cast serious doubt on any conclusions 
that might be based on data relating to it, Unfortunately data on local 
revenues per pupil and state aid per pupil are not available to us for the 
year 1961-62. 

As we look at Table 2 we observe that our expectations regarding the 
impact of changes in the aid system on operating expenditures per pupil 
appear, at least in modest degree., to have been realized. The range between 
the highest and lowest districts remains enormous and over the ten-^year 
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Table 2 

Levels and Measures of Dispersion for Per Pupil Operating Expenditures, 
Local Revenues, State Aid, and SEV, and Operating Millage, 
K-12 School Districts, Selected Years, 1961-62 to 1971-72 



Year Minimum Median Maximum Coefficients of Variation 

in n a Ql " q . 3 - 1 - inn b 

j-100 -2" 5T 100 

Operating Expenditures per Pupil 



1961-62 


$238 


$318 


$ 630 


18.3 


10.4 


1966-67 


356 


461 


819 


16.7 


9.4 


1971-72 


554 


761 


1,510 


15.7 


8.0 



Local Revenues per Pupil 



1961-62 


$N.A. 


$N.A. 


$N.A. 


N.A. 


N.A. 


1966-67 


52 


275 


810 


46.1 


25.5 


1971-72 


75 


399 


1,443 


46.5 


28.4 



State Aid per Pupil 

1961-62 $W,A $N.A. $N.A. N.A. N.A. 

1966-67 33 275 480 18,7 12.3 

1971-72 22 401 660 31.4 19.2 

State Equalised Value per Pupil 



1961-62 

1966-67 
1971-72 


$1,133 
1,621 

2,080 


$10,872 

11,217 
14,958 


$55,619 
51,627 
66,844 


51.5 
48.1 
51.7 


28.1 
26.5 
26.9 



Operating Millage 

61-62 7.0 11.2 30,0 31.5 23.3 

56-67 8.0 15.0 33.5 27.1 18.1 

>7l-72 9.0 22.2 37.9 21.3 14.5 

Note: N.A. indicates data not available. 

a 

Standard deviation divided by the mean* multiplied by 100. 

One-half the difference between the first and third quartile values divided by the 
median, multiplied by 100, 

''ources: Derived from Michigan Department of Education, Bulletin 1012, for 1961-62, 
'66-67, and 1971-72. ' 
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period the ratio of the spending level for the highest spending district to 
that of the lowest is virtually unchanged at close to 2.7 to 1. But we must 
look beyond such indications as these, indications that are provided exclu- 
sively by districts lying at both extremes of our distribution, the "sports" 
as it were. More general measures of dispersion are two coefficients of 
variation, one centered on the mean and the other on the median value of 

per pupil operating expenditures. In terms of the former, given by the 

24 
standard deviation divided by the mean, we find a steady decline in the 

value of the coefficient, from 18.3 in 1961-62 through 16,7 for 1966^67, 
and 15.7 by 1971-72, suggesting an appreciable decline in dispersion of per 
pupil expenditures about their average level for all school districts in 
the State. 

Some observers will prefer our alternative coefficient of variation 
because, unlike the first one, its magnitude is entirely independent of 

extreme values at both ends of the range, It is the semi- interquartile 

25 
range expressed as a percentage of the median} by definition half of the 

school districts fall within a range equal to the median plus or minus the 
coefficient multiplied by the median. In effect it tells us how closely 
bunched the middle half of all school districts are with respect to the 
variable under review, And^ as in the case of the coefficient of variation 
given by > our concern here is at least as much with its trend over 
time as with its actual value at any one point in time, In terms of this 
second version of the coefficient of variation we findj again, a steady 
decline in the dispersion among school districts in operating expenditures 
per pupil, from 10,4 in 1961-62 to 9.4 in 1966-67, and to 8,0 in 1971-72, 

The next two blocks of numbers presented in Table 2, those relating to 
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local source revenues per pupil and state aid, provide some insight into 
the component factors entering into the reduction of variance in expenditures 
We find that the dispersion of local revenues around both the mean and the 
median actually increased somewhat from 1966-67 to 1971-72 (data for 1961^62 
were not reported on a comparable basis). For the same period, however, 
state aid became substantially more unequal as well, accounting for the 
reduction in variance among districts in operating expenditures, Further 
indicative of the strength of its increasingly equalizing influence is the 
fact that the absolute size of the correlation coefficient relating state 
aid per pupil to local revenue went up from -^, 73 in 1966-67 to ^.88 in 
1971-72. 26 

For the decade under review there was virtually no change in variance 
in SEV. By either measure it was large, and about the same at the end of 
the period as it had been at its beginning, Thus, for example, for 1971-72 
the spread between the median plus the coefficient of variation times the 
median and the median minus this product was $18,982 to $10,934, or 1.74 to 
1. In 1961-62 that ratio was 1.78 to 1, It seems clear, therefore, that 
changes over time in SEV contributed nothing to reduction in differences 
among school districts in their potential or actual levels of operating 
expenditures. 

The courts and other observers of problems of school finance frequently 
point to pair-wise comparisons of districts that indicate that high SEV is 
accompanied by a modest or even low tax rate while low SEV districts strive 
hard, but futilely, to raise funds by levying high tax rates. In Michigan 
we do find considerable variance in operating millage, a variance which, as 
may be seen in Table 2, has declined more sharply than that of all of the 
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variables examined here. A decade of moving Che foundation aid system toward 
an increasingly important equalizing role has seen mill rates levied by 
individual school districts clustering steadily closer to the mean or median 
for the districts in the State. But at no time in the period 1961^62 to 
1971-72 can one observe any appreciable negative correlation between SEV 
and operating raillage. The simple correlation coefficient was *-, 07 in 1961- 
62, -.09 in 1966-67, and ~.02 in 1971~72. None of these values is signifi- 
cantly greater than aero, and it is, therefore s not possible to draw the 
inference that the reduction in variance of mlllage rates is attributable 
to the changes in the state aid formula. 

Before turning to the Bursley Act of 1973 , its amendments of 1975 and 
1976, and an evaluation of its early consequences, it seems safe to conclude 
that the decade preceding its enactment was a period during which the State 
was moving steadily toward an increasingly equalizing role in school finance. 
This is not to deny that other forces were at work as well, however. We 
can only draw conclusions about the direction of the influence of state aid, 
as distinct from the magnitude of that influence. 

The Bursley Act and Its Amendments 

The "Gilbert E. Bursley School District Equalization Act of 1973/' 27 
despite its special title, served simply as the school aid appropriation 

legislation for the fiscal year 1973-74, providing for general membership aid 

28 

and for funding of a wide variety of categorical aid programs, Its 

potential importance was enormous, however, because it provided for a shift 
from the lump-sum foundation grant system of general membership aid to a 
matching grant, The Act specified a three-year transition to a program of 
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general state aid designed to ensure all districts revenues equal to at least 

29 
$40 per pupil per mill levied for operating purposes by 1975-76. 

30 
The amount allocated to each district per "membership pupil" was set 

at $38,000 less the district's SEV multiplied by operating millage up to 
22 mills for 1973-74, $39,000 less SEV multiplied by up to 25 mills for 

1974-75, and $40,000 less SEV with no limitation as to tax rate for 1975-76 

31 
and thereafter. Districts with SEV in excess of the stipulated limits 

were not subject to a recapture or negative state aid provision; they were 
simply left to their own devices, outside of the bounds of the equal-yield 
system. 

As we noted earlier, for 1973-74 for a very large proportion of 
Michigan's school districts the general state aid formula was only moderately 
different from the one that applied in 1972^73 , For the 327 out of 531 
districts that levied 22 or more mills for operations in 1973~74 state aid 
in the latter year was a lump sum based on the districts SEV^ with the per 
pupil amounts varying inversely with SEV, as shown in Figure, 1, in principle 
ranging from $836 to zero. For these districts the Bursley formula can be 
Interpreted as a foundation grant with a per pupil allowance of $836 and 
deductible raillage of 22 mills. An additional 33 districts levied less than 
22 mills but had SEV's in excess of $38,000 and were, therefore, entitled 
to no membership aid for 1973-74, It follows, therefore, that for 1973*-74 
only 171 out of 531 Michigan school districts actually were subject to any 
new incentives engendered by the Bursley Act, But for these districts the 
impetus to high raillage rates appears to have been, quite strong, for the 
number of districts with operating levies of less than 22 mills and SEV of 
under $38,000 for 1973-74 and under $39,000 for 1974-75 declines from 171 to 
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only 72, For 1974-75, with support provided for up to 25 mills on a $39,000 
SEV base, some 260, or almost half of all districts, were subject to the new 
matching grant incentive in that increases in millage would bring additional 
state aid. 

By 1975-76 all districts entitled to general membership aid, those with 
SEV of less than $40,000, were to receive aid per pupil equal to their 
actual operating millage multiplied by $40,000 less their SEV. In this third 
year of the three-year transitional phase-in of Bursley the equal yield 
system was to be fully operational, with each district in the State assured 
of at least $40 per operating mill per pupil, If the Act had been permitted 
to become effective for 1975-76 as stipulated by the Legislature in 1973, 
all but 70 districts with $40,000 or more of SEV would have received aid 
under these terms. In 1975, however, the Legislature amended the Bursley 
Act, partly to reduce total costs of state aid, but more importantly because 
of continuing opposition, especially from Detroit, to rewarding school 
districts that choose to levy high tax rates. Children in the public schools, 
it was argued, should not be dependent for the support of their education on 
the preferences expressed by their elders voting in millage elections, Thus 
the continuing conflict between the advocates of substantial local discretion 
or autonomy with equalized yields per mill levied, in effect equalized tax 
bases, and those who seek a uniform level of per pupil revenues and expendi^ 
tures, irrespective of local preferences, led to major changes in the aid 
formula under Bursley. 

Instead of permitting the Act to come into full effect in the third 
year of the transition from the old foundation grant system, the Legislature 
moved to place a "cap" on the millage subject to matching and to weight lower 
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millage rates more heavily than higher ones. 1C accomplished these objec 
tives by stipulating that membership aid for 1975^76 would be computed by 
subtracting Che district's SEV from $42,400 and multiplying the difference 
by its operating millage, up to 20 mills; a district levying more than 20 
mills would receive, in addition, an amount equal to the difference between 

$38,250 and its SEV multiplied by the excess of its operating millage over 

32 
20 mills, subject to a maximum of 7, Thus only 27 mills would be subject 

to matching, with the first 20 assured of $42.40 per mill per pupil and the 
next 7 mills $38.25, Relative to the 1973 Act's provisions for 1975W6 
and thereafter, therefore, the 1975 legislation moved toward more aid for 
districts with lower operating tax levies and less for high^rate and high 
SEV districts. Most Important, perhaps , is the fact that the lump-sum 
nature of the system was retained for all districts levying 27 or more 
mills, some 135 out of 529 districts. 

In Figure 2 we show, for the first three years under the Bursley Act, 
the scheduled relationships between state membership aid per pupil, SEV, 
and operating revenue (exclusive of categorical grants, which are generally 
invariant with SEV or local millage), at various illustrative millage rates, 
These illustrative rates include one set at levels below the "cap" rate for 
each year, 22, 25, and 27 mills, one set at the cap rate, and one, at a 
uniform 30 mills, above it for all three years, 

The negatively sloped lines indicate the relationship between state 
aid and SEV for a given operating millage rate t The point of interception 
of these lines with the horizontal axis is, in each case, at the per pupil 
state support level for the tax base, $38,000 in 1973-74, $39,000 in 1974** 
75, and $42,400 for 20 mills, $38,250 for 20 to 27 mills in 1975-^76, For 
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districts with SEV's below these levels state aid is given by the height of 
the relevant line at a point directly above the specified SEV, Thus, for 
example, for 1973-74, a district levying 22 mills and having SEV of $20,000 
would have received state aid of $396 per pupil. Since 22 mills was the 
cap rate for 1973-74, higher millages brought no additional state aid, but 

as the lowest line in Figure 2 indicates, a district levying only 16 mills, 

33 
assuming the same $20,000 SEV, would have received state aid of only $288, 

This illustrates once more the point made earlier, that the cap rate sets 
the raillage ceiling at and above which aid under Bursley takes on the 
character of a lump-sum rather than a matching grant. It is only for those 
districts with millage rates initially below the cap rate that additional 
local tax revenue attracts additional state aid. In the economist's parlance 
districts levying the cap rate or higher are subject only to the ''income 
effect" of the state aid; that is, they are induced to spend more only 
because the aid increases their spending power, for education as well as 
for everything else. On the other hand, the stimulus to increased expendi- 
tures for education is much greater for districts with rates below the cap 
level for, in addition to the income effect, they are subject to a ''price 
effect". The latter arises because as the mill rate increases state aid 
increases as well, with the increase in aid varying inversely with SEV, 
Thus, for example, our $20,000 SEV district initially levying 16 mills, 
under the terms of Bursley for 1973-74 would realize an addition to its 
revenues of $38 per pupil if it raised its tax rate by one mill, Of the 
$38, $20 would be local tax revenue and $18 state aid f The ! 'prlce" at the 

margin to this district of an additional dollar of operating revenue is, , 

20 
therefore , not $1 but ($1 x -rrr) or $.53, As may be seen from the convert 
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gence of the two state aid lines for 1973^74 in Figure 2, the effect on 
price declines as SEV rises. At the extreme, where SEV is zero, price may 

be said to be zero, and as SEV reaches and then exceeds $38 000 price 

34 
becomes 1. 

The height at each point of the horizontal or positively sloped lines 
of Figure 2 indicates "Operating Revenue", or more precisely, state membership 
aid plus local tax receipts for operations per pupil, Each operating revenue 
line corresponds to a state aid line for the same year and millage, and the 
vertical distance between the two is operating tax revenue. We note that 
under Bursley at tax rates at or below the cap rate for each year revenue 
per pupil is constant for SEV' s up to the state support level, $38,000 in 
1973-74, $39,000 in 1974-75, and $42,400 for the first 20 mills and $38,250 
for the next 7 mills in 1975^76, Beyond these support levels, of course, 
revenue per pupil increases proportionately with SEV at any tax rate. It 
is important to note as well that rates in excess of the cap rate bring 
differentially higher per pupil revenues at various levels of SEV. For 
1974-75, for example, all districts with SEV 4 s of $39,000 or less and a tax 
rate of 25 mills realized $975 in operating revenue per pupil, But at a tax 
rate of 30 mills, within the same SEV range, operating revenues per pupil 
go from $975 at SEV equal to zero to $1,170 at $39,000. In consequence 
higher tax rates, or greater local "tax effort", bring increasingly high 
revenue yields as SEV rises and much of the objective of the ''equals-yield 11 
plan under Bursley is lost when a cap rate is imposed. 

Before turning to our attempt at analysis of the effects of moving 
through the initial transition period under the Bursley Act, we note that 
the amending legislation of 1975 provided for the terms for membership aid 



66 



only for 1975-76- A new three-year phase*rin, to an equal-yield system 

without limitation as to the local tax rate that is to be permitted to 

35 
govern each district's aid allocation, was enacted in 1976, It continues 

the two-part support levels introduced in 1975* For the first 20 mills the 
district's aid is to be computed by subtracting its SEV from $43,900 in 
1976-77, $47,000 in 1977-78, and $50,300 in 1978-79, and multiplying the 
difference by either 20 mills or ^ if lower, the actual operating rate. 
Districts levying more than 20 mills are to receive additional aid equal to 
up to 8 mills multiplied by $39,600 minus SEV for 1976-77, up to 10 mills 
multiplied by $42,400 minus SEV for 1977^78, and for all operating millage 
above 20 miltiplied by $45,400 minus SEV for 1978-79. 36 

The effects of the 1976 Act are presented graphically In Figure 3. 
We need not dwell on the details, for to do so would involve, for the most 
part, repetition of our comments on Figure 2. What is noteworthy here, 
however, is the effect of removing the cap rate for 1978W9, Now we note 
that for all districts with SEV of $45,400 or less we have achieved full equal- 
yield or "power equalizing". Without limit, each mill in the tax rate above 
20 produces, in state aid plus local tax revenue, $45.40 per pupil. The 
system is two-tiered, however, because for the first 20 mills yields are 
equalized at $50,30 per mill per pupil, given the state support level of 
$50,300. It is important to observe, however, that the system does not 
achieve true equal-yields because, at tax rates of 20 mills or less, 
districts with SEV in excess of $50,300 and at rates higher than 20 mills, 
with SEV in excess of $45,400, will realize more than $50,30 and $45,40 per 
mill per pupil, respectively. 

The Bursley Act as amended thus provides for a limited equal-yield 
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system of state membership aid, under which all districts with SEV's equal 
to or less than the state support levels are assured of the same per pupil 
revenue per mill levied for operations, This has the same effect as would 

achieving equal SEV's at the support levels for all of these districts 

37 
without accompanying state aid. The system may be seen as well, and more 

importantly, as one that produces a wide variation in the "price" per dollar 
of operating funds that districts face, By f 'price" in this context we mean 
the proportion of an additional dollar of state membership aid plus local 
tax revenue for operations that is represented by local tax revenue. For 
1978-79, the price confronted by school districts levying more than 20 mills 
will range from zero, where SEV equals zero, to 1 where SEV equals $45,400 
or more. For districts levying less than 20 mills the relevant SEV range is 
extended to $50,300. To illustrate, for a district levying 30 mills and 
having SEV of $25,000, price is L 5 ' / Vm x 1 = .55, and at that SEV it remains 
at $.55 for all mlllages in excess of 20, In short, subject to a maximum 



of 1, price or v - " > depending on whether the district's tax 
rate exceeds or falls below 20 mills. Hence as a district's SEV falls the 
price of a dollar in revenue that it faces falls proportionately as well. 
There is, therefore, a direct relationship between price and SEV for all 
but those few districts with SEV's above the state support level. 

This variable price system contrasts sharply with the uniform price of 
1 that prevailed under the pre-Bursley foundation grant program, Under that 
program state aid, once the mandated minimum qualifying millage was levied, 
was invariant with the local tax race. Thus, while the average ratio of 
local tax receipts to tax receipts plus state aid varied among districts, 
the more relevant marginal ratio > the ratio of an increment in tax receipts 
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to the resulting increment in total operating revenue, was cpnstant at a 
value of 1. 

For the years prior to 1978-79, in particular 1973W4, 1974-75, and 
1975-76, the years for which we have some relevant data with respect to the 
response of school districts to Bursley, the impact of the new system on the 
price of revenues for educaton was limited. As we have seen, for 1973-74 that 
price was 1 for all but 171 out of 531 districts, the 171 that levied less 
than 22 mills for operations and had SEV of less than $38,000, For 197 W5 
the variance in price was considerably greater, because 260 of 530 districts 
levied less than 25 mills and had SEV of less than $39,000, And by 1975W6 
only 135 out of 529 were subject to a price of 1, all of the remaining 394 
levying less than 27 mills and having SEV's below the support levels 
($42,400 for the first 20 mills and $38,250 for 20 to 27 mills). 

Fiscal Consequences of Bursley 

What effects should we expect the Bursley Act as amended to have had 
on the more obviously relevant school district fiscal variables? What we 
have described as the income effect, the effect of the simple size of the 
sura allocated to the districts, should not have been substantially greater, 
in the aggregate, than that exhibited from year to year before 1973W4 
because the Act did not appropriate an extraordinarily large increase in 
total membership aid. And while some districts gained a little, some a lot, 
and some lost state aid, this had been true as well through the decade prior 
to Bursley. If the Act did bring about major changes in millage rates, 
revenues, and expenditures per pupil, and if the latter two of these variables 
moved toward greater equality, we should expect that such changes are attribute 
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able principally to the introduction into the system of variance in the price 
of revenue dollars to the districts. It is also arguable that income effects 
resulting from shifts among districts in the allocation of aid funds were 
important as well. 

If we knew with confidence the value for Michigan school districts of 

the elasticity of per pupil operating expenditures with respect to income 

38 
and with respect to price, as well as these elasticities for other fiscal 

variables, we would have our answers. 

Using data for the Commonwealth of Massachusetts, Professor Martin 
Feldstein has estimated the (constant) elasticity coefficients for per 

pupil operating expenditures with respect to price, income, SEV, and a set 

39 
of other variables thought to be determinants of school expenditures. 

Using ordinary least squares regression and a log-linear estimating equa-t- 
tion, Feldstein' s results yield a price elasticity of T-1,0, elasticity with 
respect to SEV of .28, and for median family income, .48, His other 
coefficients are reasonable and his R is ,64* 

If the Feldstein estimates held for Michigan school districts we should 
expect to find very large changes taking place in the relevant fiscal var- 
iables in the years following enactment of Bursley, By 1974~75, the second 
year under the new system, well over half of the State's school districts 
had realized a reduction from a price of 1 to levels as low as ,11 for the 

Rudyard Area Schools, where SEV was only $4,386, the lowest of the 530 

41 
districts. Moreover, the Legislature introduced a generous, universal 

property tax circuit breaker in 1973, to take effect with respect to taxes 

42 

paid in 1974. For all resident households or individuals, owners and 

renters, a credit against State income tax (or rebate if no income tax is 
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owed) equal to 60 per cent of the excess of property tax over 3,5 per cent 

/ *3 

of income is now allowed, subject to a maximum of $1,200, People aged 65 
and over and several special groups, including those who are severely handi*- 
capped and disabled veterans and their widows, are entitled to a property 
tax credit of 100 per cent of property taxes above 3,5 per cent of Income. 
And, for low income households among these groups, the entire tax is returned 
by the State if income is $3,000 or less; for income of $3,000 to $4,000 
the excess over 1 per cent is refunded, over 2 per cent for $4,000 to $5,000j 
and over 3 per cent for $5,000 up to $6,000, Clearly for those property tax 
payers who might otherwise feel most heavily burdened by the tax and, perhaps, 
otherwise least willing to support Increases in millage rates, the cost of 
such increases has been reduced to as little as zero, and for a very large 
proportion of taxpayers, probably a third to a half of the total, to no more 
than 40 per cent of the additional tax paid, 

Under these circumstances, given the combination of Bursley and the 
circuit breaker, we should expect major changes in various dimensions of 
educational finance even if Feldstein's estimates grossly exaggerate the 
responsiveness of school districts to price changes. 

The data presented in Table 3 offer some indications of the response 
of school districts to the new approach to allocation of state membership 
aid. We observe that per pupil operating expenditures rose rapidly in the 
four years between 1971-72 and 1975-76, the median district level by 52 
per cent, or at a rate of 11 per cent per year. The median level of revenues 
per pupil from local sources (principally property tax levies) rose even 
Easter, at the rate of over 16 per cent per year, while state aid lagged well 
behind, growing only at an annual rate of 7 per cent, These developments 
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Table 3 

Levels and Measures of Dispersion for per Pupil Operating Expenditures, 
Local Revenues, State Aid, and SEV, and Operating Millage, 
K-12 School Districts, Selected Years, 1971-72 to 1975-76 



Year 



Minimum 



Median 



Maximum 



Coefficients of Variation 



See Table 2. 



2 rad 



Operating Expenditures per Pupil 

1971-72 $ 554 $ 761 $ 1,510 

1973-74 667 926 1,859 

1974-75 745 1,058 2,077 

1975-76 730 1,157 2,280 

Local Revenues per Pupil 



1971-72 
1973-74 
1974-75 
1975-76 



1971-72 
1973-74 
1974-75 
1975-76 



State Aid per Pupil 



1971-72 


$ 


22 


$ 


401 


1973-74 




14 




501 


1974-75 




23 




512 


1975-76 




5 




524 



383 
780 
888 
919 



State Equalized Value per Pupil 

$2,080 $14,958 $ 66,844 

3,317 17,618 126,340 

4,386 19,714 172,720 

4,937 22,764 216,930 



Operating Millage 

9.0 22,2 

5.0 22.2 

8.4 24,0 

8.4 25.0 



37.9 
37.7 
37.7 
37.8 



15.7 

15.8 
15.6 
15.7 



1971-72 


$ 


75 


$ 


399 


$ 


1,443 


46.5 


1973-74 




133 




497 




1,791 


46.6 


1974-75 




159 




575 




1,897 


43.9 


1975-76 




204 




658 




2,176 


43.3 



31.4 

38.7 
43*6 
47,7 



51.7 
56,2 
60.1 
60.3 



21.3 
22.0 
15.8 
15.0 



8,0 
8.7 
8.4 
7.8 



28.4 
32.0 
30.2 
29.0 



19.2 
22.2 
27.2 
30.2 



29.9 
30,5 
31.1 
28.7 



14.5 

12.7 

8.6 

8.6 



See Table 2. 

Source! Derived from Michigan Department of Education, Bulletin 1012, for 1971-72, 
1973-74, 1974-75, and 1975-76. 
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were sustained by an 11 per cent per year rise in median SEV coupled with a 
modest increase in operating raillage rates, from a median level of 22.2 in 
1971-72 and 1973-74 to 25 mills in 1975-76, 

This outcome follows from the price reductions afforded to most districts 
under Bursley, as does the fact that the school districts of Michigan have 
become more heavily reliant on the property tax as state aid has lagged 
behind the growth in expenditures. 

At the same time the variance among districts in per pupil operating 

expenditures, which had declined somewhat in the decade preceding Bursley, 

44 
remained virtually unchanged. State aid per pupil became increasingly 

unequally distributed, but this appears to have been offset, at least in 
part, by a widening of disparities in SEV, Another effect that emerges in 
accordance with our expectations is the big drop in the coefficients of 
variation for operating millage. We must observe, however, that, a similarly 

large reduction in variance in millage rates occurred in the decade through 

*. 
1971-72. Given these characteristics of changes in SEV and millage rates 

- ' If 

in particular, it is of interest to note that, whereas for 1971-72 the simple 
correlation coefficient relating SEV to operating millage rates was, at -.02, 
essentially zero, that coefficient increased to -.07 for 1973-74 and to -.19 
for 1974-75. This substantial change suggests that the price incentives 
under the equal-yield aid program appear to be leading districts with 
relatively low SEV's to pick up the "bargain" offered by the State by 
increasing their tax rates for school operations at a rate exceeding that of 
higher SEV districts. We also find that the positive correlation between 
operating expenditures and SEV has fallen somewhat in recent years, from .59 
in 1971-72 to .48 for 1973-74 and .47 for 1974-75, but it is still clearly 
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and strongly positive. 

These findings suggest that the Massachusetts estimates do not appear 
to be capable of predicting the short-run consequences of the move to an 
equal-yield, variable-price school finance system in Michigan, But conditions 
in Massachusetts differ from those in Michigan, so that they should not be 
expected to be capable of doing so. The Massachusetts system was enacted 
in 1966 and had been In operation for three years without major change by 
1970, the year to which the data in Feldstein's study relate. In contrast, 
in Michigan school districts have yet to be confronted with the same terms 
under the Bursley Act for as many as two consecutive years. Moreover, in 
two of the three years following its enactment major amendments have been 

passed and the system is under virtually continuous attack from articulate 

45 
and politically powerful opponents. 

The cities and towns responsible for elementary and secondary education 

in Massachusetts are free to levy such tax rates as are deemed appropriate, 

* 

whereas Michigan school districts must gain voter approval, for periods 

ranging from one to 20 years, for operating tax levies in excess of "allocated 
millage" that ranges among counties from 6 to about 11 mills, A defeat in a 
millage election is a severe setback to school administrators and elected 
boards, and Is not a prospect to be faced any more frequently than is believed 
necessary. Thus one cannot expect school districts in large numbers to seek 
millage increases they would not have sought In the absence of the price 
ncentive under Bursley when the terms of the new system are so fluid and 
tcertaln. At best, they may be expected to move with caution under such 
cumstances. 

In addition, the terms of the incentives under the equal-ryield system 
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and the property tax curcuit-breaker do not appear to be well understood. 
School boards and officials have only occasionally, and rarely effectively, 
appealed to the voters in terms of these incentives during millage election 
campaigns . 

Thus for a year such as 197W5, or even 1975-^76, school district 
finances in Michigan are most unlikely to have attained a state of equilibrium 
in which long-run stable relationships have been established. At best fiscal 
data for these years reflect much uncertainty, confusion^ less than full 
understanding of new and rapidly changing rules regarding state aid and 
taxation, and, as well, some movement during a period of transition towards 
adjustment to new terms and conditions. Nevertheless, it may be instructive 
to seek further insights designed to cast light on the impact of the Bursley 
Act and its amendments, even while recognizing that it is too soon to hope 
to have definitive results that can serve as a firm guide for policy purposes. 

To this end we seek now to estimate the influence of various school 
district characteristics on changes over time in millage rates and levels 
of per pupil expenditures. The regression results presented in the first 
two columns of Table 4 are interesting because of what they tell us about 
the relationships between increases in operating millage rates and school 
district characteristics for those characteristics for which the coefficients 
are statistically significant. These are income (MFY) , and location in a 
rural area (RUR) for both post*, and pre^Bursley periods, and location in a 
central city (CE) and proportion of SEV that is in the form of residential 
property (RES). The signs in these instances are all as we should expect 
them to be, negative for rural locations and RES, and positive for income 
and location in a central city. In general, the results are not substantially 
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different for the two periods, and the differences that do emerge, with 

respect to CE and RES, do not appear to be logically related to changes in 

the state aid system. 

At least as interesting In these results is the fact that changes in 

millage rates are np_t found to be associated with such variables as the 

local non-school tax level (TAXO), a measure of ''municipal overburden", 

suburban location, or the level of SEV, 

The regression equations for change in operating expenditures per pupil 
are found in columns three and four of Table 4, for the periods 1961^62 

to 1971-72 and 1971-72 to 1974^75. 4? For the earlier period SEV is posi- 
tively related to the level of increase in expenditures, with the change in 
expenditures rising by $5 for each $1,000 increase in SEV. Location in a 
central city, as opposed to a non-metropolitan city adds $171 to the increase 
in expenditures, and each percentage point increase in RES adds $1.62. On 
the other hand, the expenditures change drops by $3.20 per pupil for each 
mill in the non-school tax rate. 

For the period 1971-72 to 1974-75, however, SEV no longer influences 
the size of the district's increase in expenditures. Nor do CE, RES, or 
TAXO. Instead, the two statistically significant regression coefficients 
are those for suburban locations and percentage of the population that is 
non-white (ww) . The former adds $80 to the increa 9e in expenditures and 
each percentage point increase in PNtf adds $5.19, 

Again it is of major interest to observe that MFY, the incidence of 
poverty (PCHPOV) , and region of location do not appear to be associated 
dth levels of change in expenditures for either the earlier or the more 
ecent period. 
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We find, therefore, and not surprisingly in light of the institutional 
circumstances, that we can draw no positive generalizations about the effects 
of Bursley that relate changes in the relevant school fiscal variables to 
characteristics of the school districts in the State or of the communities 
they serve. 

Some insights may be gained, perhaps, from the data presented in Table 
5, which is an extension for 1973-74, 1974-75, and 1975-76 of Table 1, for 
17 school districts selected to represent the full range, from Detroit, 
Flint, Grand Rapids, and Lansing, and some of their suburbs through the resort 
community of Harbor Springs to rural Rock River Township of Alger County in 
the Upper Peninsula. What stands out most sharply in this table is the fact 
that, by 1975-76, of the 12 districts that were entitled to a general member- 
ship aid allocation, six, fully half, did not levy as much as the 27 raill3 
subject to state support. In the case of Inkster, for example, a low income, 
heavily black suburb of Detroit, its 1975*76 levy was 25-65 mills. Had it 
increased its millage to 27 it would have added $37 per pupil to its state 
aid while adding only $15 per pupil to its tax collections. For Detroit, 
levying 22.51 mills rather than 27 reduced its state aid by $69 per pupil 
and its tax receipts by $103. Considering the impact of the circuit breaker 
and this bargain offered by Bursley, defeats for millage proposals in Detroit 
must be offering a message we have yet to understand. For some of the dis-?* 
tricts included in the table and shown as levying less than the state support 
millage, the lag in response may be attributable to the fact that in the past 
several years school districts generally have not known the facts about the 
forthcoming year's state aid terms until well into August - too late to plan 
to hold a millage election for the current year. And some of the districts 
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Table 5 

State General Membership Aid per Pupil, 
1973-74 to 1975-76, Selected School Districts 



1973-74 1974-75 
Aid Formulas 



1975-76 



SEV support level 
Millage supported 
SEV support level 
Millage supported 



District 

Detroit 
Dearborn 

Inkster 
Lincoln Park 

Ann Arbor 
Milan 

Rock River 
Harbor Springs 

Flint 

Mt. Morris 

Carman 

Lansing 

Leslie 

Waverly 

Grand Rapids 
Godwin Hts. 

Northview 

a Levied 20.13 mills. 
b Levied 17.34 mills. 
C Levied 20.20 mills. 
d Levied 22.51 mills. 





$38,000 




39, 


000 






42,400 


up to 


22 


up 


to 


25 


up 


to 


20 









-*. 


- 






38^250 




. 














20 to : 




SEV and 


Aid per Pupil 


SEV 


Aid 


SEV 


Aid 


SEV 


Aid 


$21,650 


360 


22 


,088 


381 d 


22, 


838 


487 h 


55,483 





60 


,674 





68, 


873 


i 


10,061 


615 


10 


,357 


716 


11, 


158 


778* 


19,819 


400 


21 


,640 


434 


24, 


528 


453 


37,841 


4 


42 


,230 





46, 


667 





20,745 


368 a 


23 


,908 


327 e 


27, 


466 


339 J 


8,673 


509 b 


10 


,485 


637 f 


10, 


860 


706 k 


32,969 


111 


63 


,515 





67, 


004 





24,086 


306 


24 


,862 


353 


26, 


925 


389, 


14,481 


475 C 


15 


,589 


541 s 


17, 


866 


554 1 


32,955 


111 


36 


,016 


75 


39, 


287 


62 


22,998 


330 


24 


,535 


360 


25, 


408 


430 


12,938 


551 


14 


,066 


623 


15, 


328 


656 m 


39,946 





47 


,126 





54, 


218 





22,962 


331 


22 


,764 


406 


22, 


121 


518 


48,303 





54 


,098 





61, 


559 





16,230 


479 


17 


,475 


538 


17, 


992 


630 



"Levied 22.51 mills, 
levied 25.65 mills. 
J Levied 23,71 mills. 
k Levied 22.75 mills 
levied 23.11 mills, 
"Levied 25.00 mills. 
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have been running hard in an effort to keep pace with changes emanating from 
Lansing. Note, for example, that Milan has raised its operating millage 
from 16.63 for 1972-73 to 20.13 for 1973^74, and to 21.68 and 23.71 for 
1974-75 and 1975-76, respectively. 

Comparison of the data for 1972-73 as snown in Table 1 with the amounts 
presented under the Aid columns of Table 5 offers few opportunities for 
generalization, other than that those districts such as Grand Rapids, which 
have experienced stable SEV's and which levy 27 or more mills, have fared 
appreciably better than those where either the levy falls short of 27 mills 
or SEV has grown rapidly. The principal difference, of course, between the 
foundation program of 1972-73 and the equal-yield system currently employed 
is that, while the amount of aid received turns on the level of SEV in both, 
it is only under the equal-yield approach of Bursley that districts are 
either rewarded or penalized because their operating millages are high or 
low. This feature continues to be defended by the proponents of equal 
opportunity coupled with local discretion or freedom of choice, It is 
attacked, on the other hand, by advocates of the view that the level of support 
for a child's education should not depend upon the preferences of his elders 
in. his local community. Instead, it should be determined by people who are 
more competent to make proper decisions in this area, presumably the members 
of the State Legislature, advised by able professional educators. 

Once more we observe that Michigan school finances and its state aid 
system in particular are obviously undergoing some rapid changes in an 
atmosphere in which institutional constraints do not permit prompt, highly 
responsive reactions from local districts. Really adequate evaluation must 
await some years of experience with a stable, familiar set of terms. All 
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that we can observe at this juncture is that we do not yet know what the 
consequences of Bursley may be. Bursley has not stayed put for as many as 
two consecutive years. And it is not now scheduled to do so until at least 
1978-79 and 1979-80. 
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FOOTNOTES 

k 
For useful comments and suggestions we are indebted to W. H. Locke Anderson, 

Robin Barlow, and Esther 0. Tron. 

Subject to limited, "power-equalized" local ''enrichment" , 
2 389 Mich. 1, 203 N.W. 2d. 457 (1972). 

3 Governor v. State Treasurer, No. 53.809 (Mich,, Jan. 30, 1973). 
4 390 Mich. 389, 212 N.W. 2d. 711 (1973). 

San Antonio Independent School District v. Rodriguez, 411 U.S.I. 

For a historical account of school finance in Michigan see Betty Tableman, 
Paving for Public Schools in Michigan (Ann Arbor: Institute of Public 
Administration, University of Michigan, 1951), 

7 Mich. Public Acts of 1975, No. 261, and 1976, No, 258. 
8 At p. 39. 

G. D. Strayer and R. M. Haig, The Financing of Education in the State of 
New York (New York: MacMillan, 1924). 

10 - 1,200 - m ($50,000) 



- 24 > or 24 mills 
U (Lansing: Michigan Legislature, 1958), p. 559, 

12 Mich. Public Acts of 1957, No. 312. A district could receive some aid if 
it levied more than 5 mills, but that amount of aid was reduced to the pro~ 
portion that the number of mills levied bore to 7 mills. 

13 P.A. 1961, No. 111. 

Assuming that operating expenditures per pupil for the 534 Michigan school 
districts were "normally" distributed. 

The actual inter-quartile range was $360 to $294. 
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Too often referred to in school finance discussions as ''wealth", which it is 



not, given the exclusion from the tax base of intangibles such as stocks 
and bonds, and, generally^ household and personal effects, including furs, 
jewellery, art objects, and so forth, 

17 P.A. 1962, No. 221; P. A. 1963, No. 176; and P.A. 1964, No. 285, Mandated 
millage remained unchanged through these years. 

ID 

That is, assuming that the cost to the State of either combination is 
the same. 

19 

Obviously the reader may substitute his own package or packages and derive 

his own alternative results simply by recalling that A = B^m(S), where A is 
state aid per pupil, G is gross allowance per pupil, m is deductible millage, 
and S represents SEV. 

20 

P.A. 1965, No. 199. Mandated millage remained at the level of 9 mills for 

full aid, reduced to zero at 7 mills, established in F.A. 1964, No. 285. 



. 1971, No. 134 and P.A. 1972, No. 258. Mandated millage was raised 
in several steps to 16 mills. 

i 

22 

At lower millages, say 18 mills, the relationship would be given by a 

straight line with an intercept on the vertical axis of Figure 1 at $684 
(.018 x $38,000) and a value of $38,000 on the horizontal axis, at which 
point state aid would be zero. Thus the levying of less than 22 mills has 
the effect of reducing state aid per pupil by a constant proportion equal to 

f\ 9_m 

m ~" , where m is actual millage, for all levels of SEV up to $38,000. 

23 
Michigan Department of Education, Ranking of Michigan Public High School 

Districts by Selected Financial Data, 1971-72, Bulletin 1012 (Lansing, 1973), 
Bulletin 1012 for 1972-73 and 1973-74. 



24 

The standard deviation (a) is the "roat-mean^squared^deviation", that is 

i(X. - X) 2 
u = - - f where N is the number of observations, X the value of 

the variable for the i district, and X the mean value of that variable. 
If the observations are "norarally 11 distributed, two^thirds of them should lie 
within the range of % plus a and X minus tf,_95 per cent between T and 2a 
either side of it, and 99 per cent between X and plus and minus 3a. 

25 

One-half of the difference between the first and third quartile values. 
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9 ft 

This is a much larger increase than the difference between T ^.73 and 
f =* -.88 implies; more important is the fact that y > the proportion of 
variance in operating expenditures "explained" by state aid, rose from ,53 
to .77, or almost 50 per cent. 

27 P.A. 1973, No. 101. 

78 

Categorical aid accounts for close to 40 per cent of total state aid for 

K-12 programs. Fully half of the total of categorical aid is in the form of 
the appropriation to the school employees' retirement systems of the State 
and the Detroit district, equal to 13 per cent of payrolls. The next 
largest is for "Special Education" and it amounts to some IS per cent of 
the total, followed by transportation aid at about 11 per cent, municipal 
overburden at 5 per cent, and compensatory and vocational education, each 
with about 4 per cent. None of the remaining categorical assistance programs 
involves as much as $10 million of $5 per pupil in state funding. 

Overall we should expect the impact of categorical aid on equalization 
of revenues and expenditures to be rather weak and, given the dominant role 
of the flat-rate contribution to the retirement systems, probably somewhat 
perverse. The principal means through which the Detroit schools receive 
assistance targeted largely to them is through the allowance for "municipal 
overburden", most of which goes to Detroit and has the effect of increasing 
the district's revenues by about $90 per pupil, or about 7 per cent of total 
operating revenues. 

29 

General membership aid provisions are spelled out in Section 21 of the 

Act. 

30 

"Membership" is the number of full-time equivalent pupils in grades K-12 

"actually enrolled and in regular daily attendance on the fourth Friday 
following Labor day of the school year". Section 5 (11) and (12). Obviously 
this is not an unambiguous definition and is subject to interpretation by 
the State Department of Education. 

31 

The basic formula is: A - (SEV* - SEV.)m , where A is state aid per pupil, 

SEV* is the support level of SEV, $38,000 for 1973-74, SEV t Is the district's 

SEV, and m is operating millage, subject to the indicated maxima. Two other 
transitional provisions are of Interest. For the year 1973^74 only, any 
district levying 20 or more mills for operations was permitted to receive, 
in lieu of the amount computed under the standard terms for the first year 
under the Act, an amount equal to the membership aid per pupil received for 
1972-73 less 20 mills times the excess of SEV for 1973-74 over SEV for 1972-73, 
The second special provision relates to districts levying less than 20 mills 
for operations in 1973-74 and 1974-75. For the first of these years the 
millage used in computing its membership aid allocation was the actual levy 
plus two-thirds of the difference between that levy and 20 mills, while for the 
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second year the aid calculation in such cases was tio be based on the actual 
operating millage plus one-third of the difference between that millage and 
20 mills. 

2 P.A. 1975, No. 261, Sec. 21(1). For 1975-76 the Act also stipulated 
(Sec. 21(6)) a reduction in membership aid as otherwise calculated equal to 
.6 per cent of each district's sum of state aid plus total property taxes 
levied for school operations. In Figure 2 and in the amounts indicated in 
the text this adjustment is ignored. 

33 

Obviously numbers cannot be read in Figure 2 to the nearest dollar. The 

numbers used in the text are the actual calculated amounts used in drawing 

the chart. 

34 

We refer here to "income" as simply the increase in income of the district 

equal to the amount of state membership aid received. ''Price" is the pro- 
portion of each dollar of additional operating revenue that is met out of 
local tax receipts, ranging, in principle, from zero to 1. The economist 
will recognize that a change in price of revenue dollars will have "income" 
and "substitution" effects on the "quantity of education" purchased or 
expenditures for education by the district. It follows that a lump-sum 
grant of $X per pupil will have the same consequences for the income of the 
district as a matching grant in the same amount. But the matching grant 
will involve a lower price at the margin and thus additional stimulus to 
education spending through both income and substitution effects of the lower 
price per dollar of revenue. 

35 P.A. 1976, No. 258, Sec. 21(1). 

3C 

All of the support base values are increased at the rate of 7 per cent per 
year. Thus, for districts eligible for aid by reason of their SEV's lying 
below the support levels, maintenance of millage rates if below 30 mills 
(28 for 1976-77) guarantees that revenues per pupil will rise at that rate. 
For districts levying more than 28 mills in 1976-77 already per pupil revenues 
may rise very much more rapidly. For example, a district levying 35 mills on 
SEV of $25,000 in 1976-77, assuming its rate and SEV remained constant, would 
have per pupil revenues of $1,404 in 1976-77 and $1,760 by 1978-79, for a 
two-year increase of over 25 per cent. 

37 

For 1976-77 and 1977-78 these consequences of Bursley held only for 

districts levying 28 mills or less and 30 mills or less, respectively. 

38 

Let the elasticity of per pupil operating expenditures (X) with respect 

to price (P) and with respect to income (Y) be represented by E p and E__. 
These elasticities may then be defined as 



X 



or> one P refers > as the percentage 



change in expenditures that accompanies a one per cent change in price in the 
one case and income in the other. 
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>q 

Martin S. Feldstein, "Wealth Neutrality and Local Choice in Public Educa- 
tion," American Economic Review, March, 1975. 

What these results suggest is that, ignoring other determinants as well 
as estimating error, we can envisage operating expenditures of Massachusetts 
schools as being determined by the equation 

1 28 "48 
E = kP SEV* MFY' , where E expenditures per pupil for operations, 

k is a constant, P = price, SEV taxable value of property per pupil, and 
MFY - median family income of the Massachusetts town or city* To see how 
powerful the price elasticity value of -1 is, let us suppose we have two 
towns, W and L, where P -.= 1, SEV W $40,000, MFY $20,000; and P L - .62, 

SEV. - $25,000, MFY * $10,000. We assume that k (estimated but not published 

L -1 *. ?R 48 

by Feldstein) is equal to .5, Then E^ = .5(1 ) (40, 000 ) (20,000 ) 

- $1,127; and E T - .5C.62" 1 ) (25,000' 28 ) <10,000' 48 ) =* $1,143. Thus we find 
I* 

that although SEV is 60 per cent higher in W than in L, incomes are twice 
as high, with price at 1 in W and .62 in L, it turns out that L is expected 
to spend $26 more than W per pupil for school operations. Another way to 
look at it is to note that if price had been set equal to 1 in both W and 
L (as it would be under a lump-sum grant) we should have estimated EU at 

$1,127 and E T at only $708. 
J-t 

Recognizing, of course, that citing one case proves nothings it is, never** 
theless, interesting to note that the operating millage levied by Rudyard 
rose from 10 in 1972-73 to 15 in 1973-74, and to 20 by 1974-75 . 

42 P.A. 1973, No. 20. 

The maximum credit was $500 for 1974 and 1975, It was increased to $1,200 
for 1976 and subsequent years under P. A. 1975, No, 233, In the case of 
renters 17 per cent of gross rent paid is presumed to be property tax. 

As may be seen in Table 3, this statement holds about equally well for the 
ratio of the standard deviation to the mean and the ratio of the semi-winter*- 
quartile range to the median. We also computed the Gini coefficients for 
per pupil operating expenditures for the years 1961*^62, 1966-67, 1971<-72, 
1973-74, and 1974-75. These coefficients, suggesting a very modest degree 
of inequality among districts in the distribution of operating expenditures, 
ranged between ,04 and .05 for the pre*-Bursley years and remained at .05 
for 1973-74 and 1974-75. Our computations are for grouped data and may 
understate degree of inequality, but year-to-year comparisons, given con* 
sistency in our methodology, would appear to be valid. (For those not 
familiar with this coefficient we note simply that it is based on an array 
of school districts by level of per pupil expenditures, from lowest to 
highest. If per pupil expenditures were equal in all districts the Gini 
coefficient would have a value of 0, and it would grow larger and approach 1 
as the proportion of expenditures exceeded the proportion of pupils accounted 
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for in the high spending districts and fell short in the low spending 
districts.) 

45 

See, for a recent example, a recent statement by Bobby D, Grim, Speaker, 

Michigan House of Representatives, under date of February 4, 1977 and entitled 
"A New Direction: State School Aid Recommendations for 1977^78 and 1979." 
In his statement Speaker Grim contends that Bursley is deficient in that it 
provides more aid per pupil to high millage districts, other things being 
equal, than to low millage districts. He advocates providing a state incen*- 
tive to induce school districts to levy no more than 30 mills , and a major 
change in the aid formula. In lieu of the 1976 legislation's provisions, 
Crim would substitute, for 1977-78, the following -formula: 

State Aid per Pupil $164 + millage (up to 30)x($40,000-SEV) . 
For the year 1978-79 the $164 would be increased to $260 and "as a condition 
of receiving state reimbursement on taxes levied in excess of 30 mills, we 
propose that a district be required to reduce its levy 'in direct proportion 
to the added aid received: 

D Q -i m K,,^ rt uifl 4ii m authorized mills over 30 x SEV 
Reimbursable mills over 30 = <An nnn "~ ' 

We have quoted this explanation in its entirety because we do not understand 
it clearly enough (at all?) to be able to paraphrase or summarize it. The 
important fact, however, is that the leading figure among the majority party 
legislators is calling for major changes in a system that has yet to get 
through a three-year phase-in period unamended. 

46 

For a description of a larger sample of 177 school districts see Harvey E. 

Brazer, "Adjusting for Differences Among School Districts in the Costs of 
Educaitonal Inputs: A Feasibility Report", in Esther 0. Tron, ed. , Selected 
Papers in School Finance. 1974 (Washington: U.S. Department of Health, 
Education, and Welfare, 1974), p. 105. Our sample of 158 districts consists 
of those among the 177 for which all data used in our analyses were available. 

47 

We avoided using 1972-73 as either a base or terminal year in our analysis 

because in that year the Detroit tax levy for operations dropped to 15.51 
mills from 20.80 in 1971-72 and was back up to 22,51 in 1973-74. 



SCHOOL FINANCE IN NEW MEXICO 
EVOLUTION AND REVOLUTION* 



I n t roduct i on 



The primary Intents of the State Equalization Guarantee 
passed by the 197*t New Mexico Legislature were to equalize access 
to revenues among the 88 school districts through a more sophist!- 
cated definition of educational opportunity and to provide a major 
adjustment In the method utilized In distributing state-aid by 
recognizing economic need. Public school finance "reform" is no 
stranger to veteran New Mexico lawmakers. Wiley (1968) observed 
that one could expect major revisions In the school-aid formula 
about every five years; the new directions charted in 197'* were 
similarly timely. 

I n a comprehens ive analysis and critique of the 1 97*1 Act and 
the 1975 Amendments , the author provided substantive descriptions 
of both the technical aspects and the impact of the school finance 
reform legislation, with a theoretical context (Hale, 1975). The 
purposes of this report are to review the evolutionary aspects of 
New Mexico publ ic elementary and secondary school funding since 197** 
and to offer an Interpretation of the revolutionary aspects paving 
New Mexico's rocky road of public school finance funding. Firstly, 
the paper describes the evolution by first reviewing the basic 
reform of 197^ and the 1975 Amendments and then reviewing the 1976 



*J Im Hale, Associate Professor, Educational Administration, 
University of Florida. 
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and 1977 Amendments. Secondly, the paper offers an interpretation 
of the revolutionary aspects of New Mexico publ ic school funding. 

Evol u t i on 

New Mexico's public elementary and secondary education was 
primarily supported by local property taxes until depression con- 
ditions in 1933 led to a State Constitutional Amendment that limited 
property taxes for the operation of schools and other government 
units (Wiley, 1968, p. 58). A special legislative session in 193^ 
enacted a gross-receipts tax earmarked for public school support 
that, combined with 75 percent of the state income tax previously 
earmarked for public school support, resulted in state-level support 
of public elementary and secondary education in excess of 75 percent 
of operational expenditures (Wiley, 1965, p. 5 ^) Since that time, 
the State of New Mexico has traditionally supported public ele- 
mentary and secondary education current expenses in excess of 70 
percent , 

It has been noted (Pogrow, 1975, p- 20) that since the 
principle of high state assumption of public education costs was 
established in 193^, school finance issues have focused primarily 
upon (1) How much should the state appropriate and from what sources, 
and (2) How should the state appropriations be distributed? 

Regarding the latter issue, tt was not until 1962 that the 
legislature provided a general formula for distributing state-aid 
to the school districts. Prior to the enactment of that formula, the 
legislature employed Paul Mort to conduct an all-inclusive survey of 
the fiscal conditions of public education in the state and to make 
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recommendations for distributing state revenues in an objective 
manner (NEA , 1969, p . 850)- Following a thorough investigation, 
which was characteristic of Mor t , he made several recommendations 
that essentially provided for a percentage-equalized base student 
support level and included a provision for local leeway. However, 
the 1962 legislature rejected Mort's recommendations and adopted 
instead the School Equalization Fund--a plan submitted by one of 
its members, Senator Albert Greer. The so-called "Greer Formula" 
was characteristic of Mort In that it provided 28 pupH weightings 
based upon instructional level and school size. Hughes (1967, 
p. k2) observed that "The term 'School Equalization Fund 1 may 
actually be a misnomer because the Fund ignores equalization based 
upon economic need and deals only partially with true equalization 
of educational opportunity." 

Faced with wide-spread criticisms of the Greer Formula, in- 
cluding a 1965 recommendat Ion from the Governor's Public School 
Study Comm ittee to replace the Greer Formula with the 1962 Mort 
recommendations (Wiley, 1965, p. 112), the 1967 legislature created 
the Educational Research Committee (ERC) to study the financial 
structure of public elementary and secondary education and to 
recommend more equitable distributional formulae. Recommendations 
of the ERC were enacted In 1969, a distributional method typical 
of a Johns- Mo rphet "staffing formula" containing thirteen staff 
categories of professional and non-professional personnel. Based 
upon a district's Average Daily Membership (ADM), basic program 
"need" was determined by allocating a number of staff positions 
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(e.g., one Principal per *00 ADM) and multiplying the staff allo- 
cation by an appropriation unit established by the legislature for 
each category (e.g., $13,085 for Principals in 1973-7*0* After 
determining total salary costs, 25 percent of that amount was added 
for supportive costs (instructional materials, utilities, etc.). 

N 

The state funded 70 percent of the basic program-need plus 100 
percent of approved special education costs while the school dis- 
tricts were left to generate the remaining 30 percent of "need" 
through local tax sources. Unfortunately, the s ta te- I mposed 
uniform real property assessment ratio of 33-1/3 percent of market 
value and limitation on tax rates combined with extremely low 
property-wealth of school districts such that many districts could 
not generate the 30 percent local contribution to "need." Conse- 
quently, many districts never attained 100 percent of "need" during 
the five years that the staffing formula was in operation while a 
few districts generated more than 100 percent of "need 11 or enjoyed 
lower property tax rates. Illustrative is the fact that following 
the first year of operation, an equalization appropriation was 
added to the distribution which guaranteed a minimum amount of 
local revenue per ADM and that distribution increased to approxi- 
mately Ht percent of the basic distribution in four years; thereby 
recognizing that poor wealth districts could not meet the 30 per- 
cent local contribution to "need." 
Analysis of Previous School Finance Reform 

Perea (1971) evaluated the equalization effects of both the 
Greer Formula and the Staffing Formula by correlating the 
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distributions to a measure of fiscal capacity. Firstly, he 
developed a fiscal capacity index for each school district by 
dividing the local assessed value of real property by the dis- 
trict's Average Daily Membership (ADM). Secondly, he correlated 
the fiscal capacity indicles with the dollars per ADM distributed 
under each dimension of each formula, as well as federal revenue 
for each target year. He found that most of the distributions, 
under both plans, produced ant i -equa 1 i z 1 ng effects. Theoretically, 
the distribution would be equalizing if it provided revenue in- 
versely to the fiscal capacity of the district, i.e., the co- 
efficient of correlation approached negative-one. However, under 
both plans a pos i 1 1 ve correlation was found; Total State Distribu- 
tion had a 0.367 coefficient of correlation for the 1968-69 Greer 
Formula (statistically significant at the .01 leve]) while Total 
State Distribution had a 0.278 coefficient of correlation for the 
1969-70 Staffing Formula, also statistically significant at the .01 
level although directionally less than the Greer Formula. 

Because some school districts were unable to generate local 
revenue to provide 30 percent of "need" assumed under the Staffing 
Formula, there was evidence of wide-spread practices in hiring 
beginning teachers as opposed to experienced teachers with ad- 
vanced degrees. As long as the school district could hire a be- 
ginning teacher at or near 70 percent of the state appropriation 
per teacher, then the state was contributing all, or at least a 
major portion, of the teacher's salary. That practice provided 
some relief for the poorer school districts until such time as 



changes in the appropriation unit per teacher sorely lagged behind 
teacher salary demands. Also, the number of teachers funded under 
the staffing formula was determined by a schedule that allocated 
teachers on the basis of a pup 1 1 -teacher ratio of approximately II 
to 1 in small districts to a ratio of approximately 2*t to 1 in 
large districts, depending upon the school districts ADM. However, 
attempts by this author and others to fit an equation (either 1 in ear 
or curvilinear) to that schedule were unsuccessful, suggesting that 
the relationships were arbitrary at best, and perhaps Gerrymandered 
at worst . 

Finally, New Mexico statutes require that the Chief of Public 
School Finance, Department of Finance and Administration, hold 
annual budget hearings in each of the state's school districts; 
a process capable of providing excellent feedback to the executive 
branch of state government from local school boards and adminis- 
trators relative to the fiscal needs of districts. The Chief had 
often criticized the staffing formula as being s I ng 1 e- va r i ab 1 e 
(based upon ADM), not meeting 100 percent of need, and lacking 
recognition of special program costs. 

Reform and 1975 Amendments 



Context of the Reform 

It was against the above background and widespread criticism 
of the staffing formula from the Chief of Public School Finance, 
representatives from large and small school districts, teacher 
unions, and legislators that the Governor formed an Advisory 
Comm i ttee on School Finance fn the Spring of 1973- The Chief, a 
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staff member of the executive branch, and the State Superintendent 
of Public Instruction were named as Co-Chairmen of the Committee 
which included representatives of categorical programs, full 
membership of the Legislative School Study Committee (L.S.S.C.), 
Parent Teacher Association representatives, union representatives, 
and School Administrator Association representatives. 

The Advisory Committee met approximately once each month 
between July and December with the Chief playing the key leader- 
ship role. The Chief had recently hired an individual who was 
com plating his doctoral dissertation at the University of New Mexico 
in which he adapted the National Education Finance Project's (NEFP) 
computer-based simulation model to New Mexico, The advocacy of 
the Chief and Key members of the Legislative School Study Commi t tee 
for a student-needs based formula and the absence of alternative 
proposals except mod ification of the discredited existing formula, 
established the NEFP-type weighted pupil approach and associated 
issues as the foci of debate. 

The initial issues were: (1) how much additional money would 
be appropriated (the Governor had pledged a 12 percent increase) 
and (2) how should the money be distributed? The latter Issue was 
readily resolved as to form by acceptance of the weighted pupil 
approach, leaving only the dimensions to be determined. Simulated 
distributions of Committee requested fund-distribution alternatives 



For a comprehensive review of the Committee's activity as well 
as other important political behavior regarding the development and 
passage of the reform legislation, see Pogrow (1975) and Krueger 
(1975). 
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were provided by the Chief. Although the legality of taking 
credit for P.L. 8/^1 funds as local wealth remained ques t i ona b 1 e > 
the Committee adopted that provision. However, even when con- 
sideration was taken of the Governor's recommended 12 percent 
increase, redistribution of state aid under the proposed formula 
indicated that 58 districts would gain revenue compared to exist- 
ing funding levels, and 30 districts would lose, thereby consuming 
17 percent of the proposed appropriation in a "save-harmless" 
provision. The final meeting of the Governors Advisory Committee 
reviewed a proposal for a maximum increase of 12 percent each for 
categorical programs (Kindergarten, Special Education, and Vocational 
and a total appropriation increase of approximately 15-6 percent. 
That recommendation, although above the Governor's commitment, 
became the package to be introduced by the L.S.S.C. and included 
only nine districts in "save-harmless 11 after a pro vision for district 
sparsity was amended to It. The districts remaining in the "save- 
harmless" category result ed primarily from large amounts of P.L. 
87*4 funds flowing to those districts. 

During the legislative session, the above mentioned school 
district sparsity allocation was included in the reform and the 
legislature resoundingly passed the package; making it clear in the 
Appropriations Bill that local boards should give first priority to 
teacher salary increases. The dollars per unit was established at 
$616.50 in the Appropriations Bill as were maximum increases of 12 
percent each for Kindergarten, Special Education and Vocational pro- 
grams and a maximum Increase of 43 percent for Bilingual programs 
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(in the second year of funding). Overall, state support increased 
from approximately 73 percent to approximately 83 percent of school 
district operational budgets. 
Provisions of the 197** Reform Legislation 

The following weightings were established: 
Prog ram We J gh t 

Kindergarten 1.1 (F.T.E,) 

Grades 1-3 1.1 ADM 

Grades 4-6 1.0 ADM 

Grades 7~9 1.2 ADM 

Grades 10-12 1.4 ADM 

Spec I a 1 Educa t i on 

A/B ( i t i nerate/ resource 20.0 (total add-on units for 

rooms) approved program, not ADM) 

C Moderately handicapped 1.9 ADM 

D Severely handicapped 3-8 ADM 

Vocational 0.8 (F.T.E. add-on) 

Bl 1 ingual 0.5 (F.T.E. add-on) 

Spa rs i ty 

Schools with ADM less than 200: 

Elementary and Junior High: ^ x 1.0 x ADM units 

Senior High: 2 2 Q ADK x 2.0 x ADM = units 
Districts with ADM less than ^,000: 

x 0.15 x ADM - units 
Teacher Training and Experience 

A weighted average of teacher training and experience is 
computed for each district utilizing a matrix of five training 
levels and five experience levels. The index is multiplied by the 
sum of program units (excluding special education units of approved 
private programs) to yield "adjusted" program units; however, no 
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district's training and experience index could be less than 0.95. 
The effect being a form of "save-harmless" for districts which had 
made a practice under the former formula of hiring beginning teachers 
Calculation of Heed 

1 . A district's "need" was determined by summing "adjusted" 
program units, approved private school special education units and 
sparsity units and multiplying the total units by the unit appro- 
priation value of $616.50. However, due to the 12 percent increases 
limited on some programs, the Vocational program unit amount was 
established at $461 and the Special Education program unit amount 
was established at $587- The BMinqual program limitation did not 
necessitate a reduction in the unit funding level nor did the limi- 
tation on Kindergarten. 
2 , Local contribution to IJ need" was determined by summing: 

(a) 95 percent of a uniform levy of 8.925 mills on local 
assessed real property (LAV = 33~l/38 of Market Value); 

(b) 95 percent of the district's share of motor vehicle 
I i cense fees ; 

(c) 95 percent of the district's share of forest reserve 
funds ; 

(d) 95 percent of P.L. 874 funds; and 

(e) 95 percent of regular federal vocational funds (20 
U.S. C. 2141-1391) . 

3. The amount of the State Equalization Guarantee is determined 
for each district by substracting the sum of number 2 above from 
the "need" determined in number 1 above. 
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"Save-Ha rml ess" 

Any district that would receive less state revenue per ADM 
(not to include Kindergarten and Special Education enrol I men t ) 
under the State Equalization Guarantee than under the 1973-7^ 
staffing formula, would receive an allocation to guarantee the 
1 973~7^ school-year funding level per ADM. However, the save-harmless 
amounts were reduced each succeeding year until no amounts would 
be provided under this provision in 1 980 . A special provision was 
made to cast one district into save-harmless due to the large grants 
received by that district from the Atomic Energy Commission but the 
district subsequently successfully challenged that proviso in 
federal court (Los Alamos School District v . Wuga 1 te r , et a 1 . ) . 
The calculation for "save-harmless" was made as follows: 

1973-7* Basic Revenue _ 197^-75 Basic Revenue Basic p r0 aram ADM 
1973-74 ADM Basic Program ADM x BaslC Pr 9 ram ADM 

Transporta t ion 

The state provides approximately 100 percent of transportation 
costs. The Trans portation Division, State Department of Education, 
approves transportation budgets for each of the 88 school districts. 
The Transportation Division establishes variables and rates to be 
used In transportation budget development. 
Textbooks 

Each school district and private school may participate in a 
special textbook fund appro priated from the Federal Mineral Leasing 
Fund. The amounts available to public school districts and to 
private schools are based on their respective elementary and secondary 
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ADM compared to the total public and private elementary and 
secondary ADM in the state. Credits are established with the 
State Textbook and Materials Depository and the participants draw 
state approved books and materials up to the amount of entitlement. 
The calculation for entitled credit is made as follows: 

District ADM T State ADM x Appropriation (minus administrative 

fee) 

Supplementary Distributions 

1. Ou t-of -S ta te Tuition--100 percent state support for 
students living near New Mexico borders that are 

mo re economically educated In other states. 

2. Emergency-need based; approved by the Chief. 

3. Program Enrichment--provides for special education 
diagnostic services and other spec i a 1 - needs programs 
approved by the State Superintendent. 

*t. Special Vocational--appropriatFon for shared-time 
programs for high school students attending post- 
secondary Area Vocational Schools as approved by the 
State Superintendent. 
Capital Outlay 

No regular appropriation of state funds was ever made for 
cap I ta 1 -expend f tu res , However, the legislature appropriated 
approximately $3 mill ion to be distributed on an emergency basis 
as recommended to the State School Board by an Advisory Council. 
Participatory limitations are established by law, e.g., extent that 
applicant district has used bonding capacity, etc. New Mexico's 
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Constitution limits school district debt to 6 percent of the 
assessed value (33-1/3 percent of market value) of real property 
i n the district. 
Provisions of the 1975 Amendments 

A few technical amendments and one major provision, capital- 
outlay support, were added to the 1 97*t reform legislation by the 
1975 Legislature. The pre-session sentiment of the Legislative 
School Study Committee was that no major adjustments should be made 
in the State Equalization Guarantee until evaluations had been made 
of its first year's operation; that sentiment prevailed. The 
following technical Amendments were passed: 

1. The unit value for 1975-7& was established at $703- 
However, because the State Department of Education 
desired approval of vocational units beyond the 
Legislature's willingness to fund that program, 

the unit value for vocational units was established 
at a minimum of $500 per unit, although that amount 
was increased to a maximum of $700 per unit when 
additional regular federal vocational revenues were 
rece I ved . 

2. Several "caps" were established as maximum funding 
levels for selected State Department of Education 
approved prog rams under the State Equalization Guarantee. 
The limits established were: 

(a) BMingual/Mul t icul tural 2,285 uni ts 

(b) Early Childhood *l,071 units 
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(cj Special Education 16,000 units 

(d) Vocational 7,700 units 

3 . Changes were made in the Textbook allocation to include 
both Kindergarten and Adult Basic Education students in 
calculating ADM, The legislation (HB184) also permitted 
up to 20 percent of a district's (but not a partici- 
pating private school) credit to be used to purchase 
materials not on the state-adopted list. 

'( . Language contained in Senate Bill 257 and the fact that 
the Appropriations Bill contained insufficient funds to 
support the estimated transportation costs at 100 per- 
cent, made it necessary for local districts to assume 
a portion of transportation costs. The Senate Bill 
also eliminated categorical transportation (Regular, 
Special Education, Vocational) and permitted local schoo 
boards, with approval of the State Transportation 
Director, to establish transportation services to meet 
local program needs. 

The general formula for calculating the state equalization 
gua ran tee i s : 

c* . r *- ( pu P f ] ) (Unit) (Local ) 

State Guarantee = * x. - + / r**-*,**.! ^-.i *\ 

/.. , > /i, i \ / r- _c c ^\ * \ Ca tegor ca I s J 

(Units) (Value) (Effort) v a 

Capital Outlay and/or Maintenance 

The Public School Capital improvements Act provided that If 
a school district would tax itself wfth voter approval, either one 
or two mills, for up to 3 years, on the assessed value of real 
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property in the district, then the state would guarantee for the 
first year of that levy $35 per mill per ADM. That guarantee was 
subsequently extended. The computation is as follows: 
(A) $35 x number mills x ADM - guarantee, and 
(b) tax rate x districts property value - local revenue. 

If (A) is greater than (B) then the state's participa- 
tion will be the difference (A-B). If (A) is less 
than (B) then there is no state participation although 
the district may levy one or two mills for capital 
improvement and /or maintenance purposes. Twenty- 
four districts participated the first year. 

1976 and T 977 Amendment s 

It was noted above that no adjustments were made In the basic 
aid formula during the 1975 legislative session, pending at least 
one year's experience with the new funding methodology. Two 
doctoral dissertations at the University of New Mexico measured the 
actual expenditure differentials associated with the programs es- 
tablished in the reform legislation (J. Garcia, 1976 and P. Garcia, 
Jr., 1976). These studies reported their results to the Legislative 
School Study Comm ittee prior to the 1976 legislative session. Both 
studies found that only 5 districts spent below the $616.50 fund- 
Ing unit on the base (grades 4 to 6} program. The weighted state 
average for that program was determined to be $763,89. If one Is 
willing to assume that expenditure level reflects program "need," 
then one could conclude that the base program was underfunded by 
approximately 2*f percent. 
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During the 1976 session, a major revolt was underway, led 
by the anti-special programs forces (Pogrow, 1977). The L.S.S.C. 
took the position that adjustments should be made only in those 
programs which were shown to be overfunded, I.e., delivering more 
dollars per we i gh ted -pup M than was expended. A special session 
was called following the regular session to reach a compromise on 
the public school funding which had failed to pass during the 
regular session. Based upon findings of the Garcia studies and 
legislative compromise, the 1974 funding structure was adjusted as 
f o 1 1 ows ; 

P rog ram We I gh t Change 

Kindergarten 1.3 (F.T.E.) +0.2 

Grades 1-3 1.1 ADM 

Grades ^-6 1 .0 ADM 

Grades 7"9 eliminated, included with 

grades 10-12 

Grades 7-12 1.25 -0.05 average 

Spec i a 1 Educa 1 1 on 

A/B ( i t 1 nera te/ 

resourcerooins) 20.0 

C Moderate handicapped 1.9 

D Severely handicapped 3-5 -0.3 

Vocational -0.5 add-on 

B f 1 Engua 1 ' 0.3 -0,2 add-on 

The funding unit was established at $800 per unweighted unit 
for I976-77. The compromise folded vocational funding Jnto the 
ewly created category of grades 7-12 and eliminated any special 
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added- cos t funding for vocational students. The. reductions in 
funding for Bilingual and Severely Handicapped and the increased 
funding for Kindergarten fol lowed the findings of J. Garcia (1976). 
Program "caps" included 9,^91 bilingual units, 7,222 Kindergarten 
units, and the 1975 level for resource rooms. No cap was applied 
to the Severely Handicapped program and an alternative was pro- 
vided for resource room funding. Regarding the latter, a district 
could either maintain their 1 975~ 76 room allocation or receive 
additional units computed at grades 1-3 ADM times 0.12. Also, a 
special "rural Isolation" factor was established but It was so 
limiting in its qualifications that only one school district (Gallup) 
could benefit. The 1976 legislature continued the capital outlay 
support initiated in 1975. 

The 1977 New Mexico Legislature made no adjustments in the 
program weights established in 1976. An attempt to increase the 
special "rural isolation" factor was also defeated. That session 
did, however, remove all "caps" on special programs thereby elimin- 
ating their categorical character. The 1977~78 funding level was 
established at $905 per unweighted unit and the capital outlay 
support was continued, Only one school district remains "save- 
harmless" following a legislative session, educationally, pre- 
occupied with governance issues. 

Equalization Effects 

The theoretical equalization effects of educational finance 
plans must be assessed in terms of both distributional equity and 
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taxpayer equity. Distributional equity addresses the allocation 
dimension of school finance plans to test the equity concept of 
equal access to resources based upon need. Concomitantly, tax- 
payer equity addresses the revenue dimension of school finance 
plans to test the equity concept of equa 1 - t rea tmen t -of -equa 1 s who 
have the ability to pay. Both concepts are based upon value- 
judgments as to what constitutes equity and each is characterized 
by wide differences of opinion. 

Distributional equity of resources utilized for educational 
programming is often limited to mean that all school districts 
must have equal access to state and local revenues based upon a 
uniform definition of need. It is important to emphasize "a" 
uniform definition of need since there are many definitions of 
need and it is at that point that many opinions differ. For ex- 
ample, need may be defined by some to mean pupils in average daily 
attendance (ADA) or average daily membership (ADM) while others 
may prefer to define need in terms of program elements (breadth 
and depth of curriculum) or teacher competencies. Without review- 
ing the rationale for utilizing the various indicies of need, it 
seems sufficient for our purposes here to suggest that it is pretty 
hard to improve upon Cubberley's (1906) notions in that regard. 
That is, one moves toward accommodating need more accurately as 
one reduces the variations that exist in the index utilized. How- 
ever, It is generally agreed among experts of school finance that 
an equalization model 

(a) is based upon a per pupil, per teacher, or other 
unit of need , 



107 



(b) must address all areas of costs commonly incurred by 
the d i s t r i cts , and 

(c) requires that state funds be allocated to the school 
districts inversely to a uniform measure of school 
district wea 1th. 

Although the courts have not established model state school 
finance programs as constitutionally acceptable, Alexander and 
Jordan (1972, p. 26) suggest that sufficient guidelines have been 
provided by the courts to include the following four basic alterna- 
1 1 ves : 

(1) Fu 11 -State-Fund I ng--f Ixed level program. 

(2) Equalization Without Leeway--f 1 xed level program. 

(3) Equalization with Minimum Leeway- -f ixed level program. 
(k) I ncent i ve--va r i abl e level program. 

However , the authors very candidly point out that no matter 
how psychologically or politically attractive the latter two plans 
may be, if Indeed wide dispersions developed in expenditure levels 
among the districts of a state, then the plan would not meet the 
"equal access to educational programs" principle characteristic 
of third generation school finance cases. 

New Mexico's school finance reform legislation is, d i s t r I bu- 
t iona 1 1 y , an equal Izatlon plan without leeway. 
The plan: 

(1) is based upon pupils (ADM) weighted in terms of program 
cost d i f f e rences , 

(2) Addresses all areas of costs commonly incurred by the 
districts, and 
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(3) allocates state funds inversely to local revenue 
generated from uniform sources at uniform rates. 

Two questions need to be addressed relative to the cost- 
indicies established in the reform legislation. First, how ade- 
quate are the cost indicies relative to funding the various pro- 
grams? Alternatively, do the indicies fully fund all costs asso- 
ciated with each program? The doctoral dissertations (J. Garcia, 1 
and P. Garcia, 19/6) answered the first question noting that severa 

programs were apparently over-funded and one program was under- 

f) 

funded. However , the political behavior that ensued once ft be- 
came known that the indicies were in error dwarfed the technical 
aspects of the findings (Pogrow and Swift, 1977). The 1976 com- 
promise was to lower some of the weights and to eliminate the 
separate weight for vocational programs by "folding" the weight 
into a previously lowered grades 7" 12 weight. The funding unit was 
increased to $800 for 1 976-77 an amount equaling approximately 
k .7 percent more than the computed actual base cost for 1 97** ~75 

It could be argued that the removal of vocational programs 
from separate weighted pupil funding was a step backwards from 
meeting equalization criterion number two and thereby limiting equal 
educational opportunity. Volumes of research support the added- 
cost concept for vocational program funding and the mere application 
of the 0.05 weight to all students in grades 7-12 neither addresses 



or under-funded In the sense that dollars de- 
ogram were greater than or less than the weighted 
enditure for the particular program. 
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adequacy nor efficiency of funding those programs; quite the 
contrary, the seemingly arbitrary act violates both principles of 
public program funding. 

The removal of all program caps on special programs was cer- 
tainly a step In the right direction. One could argue effectively 
that program capping allows for orderly growth among rapidly 
expanding programs and prohibits a raid upon the state treasury. 
The other side of that argument is that capping reduces equal 
access to programs and that competent program monitoring can sub- 
stantially reduce actual and potential fraudulent claims against 
the state. 

Taxpayer equity addresses the revenue dimension of the school 
finance plan and concerns the relationships of state and local 
support and tax bases utilized. Although taxpayer equity is also 
couched in value-terms, Due (1970) suggests that taxpayer equity 
requ i res : 

(a) equal treatment of equals persons regarded as being 
in similar circumstances are taxed the same; 

(b) distribution of the overall tax burden on the basis of 
ability to pay--measu red by income, wealth, and/or 
consumpt ion ; 

(c) exclusion from tax of persons having no tax paying 
capac i ty ; and 

(d) an overall progressive (or at least proportional) 
distribution of taxes relative to income. 
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It is often assumed that state taxes are more equitable than 
local taxes because of the differences In bases used by each and 
because local tax base productivities vary among communities. 
New Mexico is no exception. The taxpayer equity question to be 
addressed here is; Did the reform legislatfon provide for greater 
or less taxpayer equity? 

For the 1973-74 school year, school districts operated under 
the staffing formula and were required to contribute 30 percent 
"need." Property values ranged from a high of $10^,080 per 
ADM to a low of $2,197 per ADM; a property wealth ratio of hi .4 
to 1.0. Both the wealthiest and poorest districts were levying 
9.^5 mills for operational purposes that year but the poorest dis- 
trict was not generating its 30 percent of "need." The wealthiest 
dfstrict had no levy for debt service (satisfying capital outlay 
needs from the operational levy) while the poorest dfstrict was 
levying an additional 3-323 mills for that purpose. 

Under the reform legislation (1975 Amendments) assistance was 
provided for capita) outlay or maintenance and the uniform levy of 
8.925 mills for operational purposes reduced the tax rate for most 
districts and yet provide 100 percent of current expense need for 
all districts. Since the state charges back 95 percent of the amount 
that the uniform levy will raise, the wealthiest dfstrict contribute; 
significantly more toward its "need" per ADM than does the poorest 
district (about 4 7 times more If similar needs can be assumed). The 
effect of the charge-back ts to allow more state resources to flow 
to the less wealthy districts and for the most wealthy districts to 
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contribute more toward theid "need." However, it should be 
pointed out that less than 5 percent of New Mexico's 88 school 
districts had property value in excess of $40,000 per ADM and that 
over 75 percent of the students lived in school districts with less 
than $10,000 of property value per ADM. The statewide district 
average was $11, H2 in 1973-7^. 

The reform legislation not only equalized on the property tax 
bases of school districts but also equalized on the districts' share 
of state motor vehicle license fees, districts' share of forest 
reserve funds, districts' P.L. 87*1 funds and districts' receipts of 
regular federal vocational funds. Each of those operational 
revenue receipts vary among districts and are perceived to be edu- 
cationally non-categorical and therefore require inclusion in the 
equalization computation as "local" revenue to reduce the dispari- 
ties that they create. 

Although distributional equity has been the central feature 
often highlighted about the reform legislation, the uniform mill- 
rage and expanded definition of "local" revenue and their 95 percent 
charge-back, provides substantive taxpayer equity. Coupled with 
the fact that local contribution to "need" represents only about 13 
percent of the total current expense, the 5 percent non-equalized 
variance remaining in "local" revenue amounts to less than one per- 
cent of current expenses for elementary and secondary education. 
This funding stratagem has long been held to be one of the most 
equitable methods upon which to base state assistancedating back 
to 1923 when Strayer and Haig proposed It. 
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Analysis and Critique of Local Effects 

The ultimate question to be asked about public school finance 
reform legislation is, "What difference, if any, did it make at 
the program level?" Several effects have already been identified 
in earlier sections of this report. Namely, the expansion of fund- 
ing for early childhood, special education, vocational education 
and b i 1 i ngua 1 /b i cu 1 tura I programs have had substantive local impact. 
The increase in teacher's salaries was mentioned briefly as was 
the capital outlay and maintenance support. The latter is character 
ized by including tax-exporting to the state resulting from any 
district with large enrollments of Native American children since 
Indian lands are not taxed. The same is true regarding the State 
Equal ization Guarantee, 

The major local impacts of the reform legislation were three- 
fold. Firstly, the definition of local revenue was expanded to 
significantly reduce variability in fiscal capacity among school 
districts. Graph 3 in the Appendicies demonstrates the wide 
variability in fiscal capacity if that definition is limited to 
local property value. The range in actual local revenue received 
under the staffing-formula In 1972-73 was from approximately 
$^0/ADM to approximately $690/ADM--a I 1 generally unequallzed. 
Graph ^ In the Appendicies demonstrates the changes made in Graph 3 
if the definition of fiscal capacity is changed to include revenues 
from property taxes and P.L, 87^, Forest Reserve and A. E.G. receipts 
The range in wealth increases somewhat C$50/ ADM to $790 /A DM) and 
the order of the low to high wealth districts changes dramatically; 



113 



thus the need for inverse distribution of state dollars to "local 11 
revenue . 

Secondly, the uniform tax rate and expanded definition of 
local wealth combined with their charge-back as local contribution 
to need, significantly equalizes accesses to resources for local 
school boards. It was noted earlier in the report that under the 
staffing-formula some districts could not generate their 30 percent 
of local contribution to need while other districts enjoyed expendi- 
ture levels beyo.nd 100 percent of need. Graph 3 clearly illustrates 
that pre-reform condition. However, Graph 1 illust rates the effect 
of the equalization plan upon equal access to revenues (the 
S e r r a n o - Ro d r i q u e z principle). Alternatively, Graph 2 demonstrates 
the effect of equalizing, as described above, but leaving P.L. 87^ 
funds unequal ized (Makka i v. Kl 1 pa trick) . The effect would have 
been to reduce the unit value for 197^-75 from $6l 6 . 50 to $587 
and provide substantial amounts of unequalized revenues to some 
districts. A condition similar to pre-reform, only the names of 
the wealthy would be changed. And, given the Garcias 1 finding 
that the basic program was under-funded by approximately 24 percent 
would only have further ant I -equa ! i zed . 

Thirdly, the reform defines "need" in terms of cost differences 
associated with programs for different categories of children-needs. 
That method of defining program need (funding parity) is probably 
the most sophisticated available today. It significantly reduces 
the program funding disparities experienced under uniform defini- 
tions of need based upon Enrollment, Average Daily Attendance (ADA) 
or Average Daily Membership (ADM). 
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Correlations were computed for each of the budget categories 
com paring 1973-7 1 * expend I tures with 1 97*(~75 (first year of the 
reform) budgets. All basic accounts (administration, instruction, 
transportation, etc.) had correlations in excess of 0.97 and many 
were 0.99. Only the Attendance Services series showed weakness at 
0.48, This analysis only suggests that districts spent increased 
revenues for similar things while the salary increases noted above 
suggests that a substantial amount of the added resources went 
toward price Increases of similar commodities and services. Given 
the facts that 1 97**~75 was the first year and that local boards 
were not constrained to show categorical expenditures, suggests 
that thefr expenditure patterns may change In subsequent years as 
they become more understanding of and sophisticated with zero- 
based budgeting concepts. 

Normative analyses of expenditures per ADM are inappropriate 
and wi i 1 not be addressed here. However, ft fs important to note 
that under the weighted-pupil definition of need, urban districts 
generally benefit substantially due to increased numbers of special 
program enrollments, unless funding levels are constrained through 
partial funding (lower vocational program unit value at $500 vs. 
$704 for other units) or through State Department of Education 
approval (2 out of 100 kindergartens "approved" for Albuquerque), 
Albuquerque school district had expanded its programs for exceptiona 
children beyond state support of those programs prior to the reform 
leg I s lat ion . Test fmony of personnel from that district before the 
Legislative Finance Comm jttee suggests that the district was not 
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being funded for their identified need under the first year of 
the reform legislation also. In terms of districts that gain and 
districts that lose resources under the reform legislation, two 
factors must be taken into account. The technical aspects of the 
formula favor the urban district (special program factors) and the 
small districts (sparsity factors) but the special programs "approved" 
by the State Department of Education (DOE) may inhibit the formula 
from working unless objective means are employed for program 
approval. Otherwise the State Department of Education may be guilty 
of the same propensities noted in Perea's (1970 study. The 1976 
legislature allowed school districts to either receive DOE approved 
resource rooms or to receive a per pupil allocation for resource 
rooms. Obviously the latter Is unrelated or at best marginally 
related to need; again, a step backwa rds from equalization and 
violation of the adequacy and efficiency principles. 

Only two districts were sa ved-ha rml ess for 1976-77 and those 
districts could be said to be "losers" since their state alloca- 
tions are held to the 1 973~7*t funding level. However, their total 
program dollars per unit for 197^-75 were $903 and $1031 respectively- 
as com pa red to a state unweighted mean of approximately $7QO/unIt 
for Fiscal Year 1976, and $800 per unit for Fiscal Year 1977 hardly 
"losers" in the equity sense of the word. Only one district is 
saved-ha rml ess for Fiscal Year 1978' 

Equally important to the analysis of local effects was the 
data presented for 1977 legislation. Those data show decreases in 
overall basic enrollments (grades 1-12), decreases In bilingual 
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ro 1 1 men t s , a large increase (21 percent) in kindergarten, but 
only 5 percent increase in special education--a program that had 
Increased 25 times Its enrollment of 6 years ago. 

REVOLUTION 

Given the facts that (1) the New Mexico formula is technically 
competent to equalize educational resources, (2 ) only two districts 
participated in the "save-ha rm 1 ess" feature during 1977 and one 
for 197S, and (3) eighty-four percent of the districts qualify 
for cap i ta 1 -ou 1 1 ay assistance, one might assume that al] is well 
with public school funding in New Mexico and can only get better. 
Couple those facts with the knowl edge that New Mexico qualifies 
for P.L. 87'l charge-back under federal regulations, has success- 
fully defended several legal challenges, and their plan qualified 
under the Section 8^2, P.L. 93-380 aid to states, the future may 
seem bright indeed. One may be tempted to refute Wiley's (1968) 
observation that school finance reform in New Mexico follows a cycle 
of approximately five years, as one from antiquity. 

However, one must understand that public school related em- 
ployment opportunities in New Mexico may transcend lofty goals 
of equalization and equity among a significant portion of the popu- 
lation. Redistribution of resources based upon "need" takes on 
a different meaning in that con text--"need" becomes an employment 
opportunity often related to political patronage. Employment of 
administrators, teachers, custodians, food services workers, is 
often under the watchful eye and advice of state legislators, 
especially in the many rural districts where schools are the major 
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employers. Pogrow and Swift (1977) provide substantive evidence 
of just such a power struggle in 1976 and seemingly with the 
support of the "palace guard" (Public School Finance Division). 
Another significant observation by those authors is the fact 
that the legislators are gaining a clearer understanding of the 
technical aspects of the weighted-pupil funding formula and they 
are engaging in "manipulating" behaviors. Evidence of that obser- 
vation emanates from the 1976 uprising by the anti-special program 
faction, retribution toward the D.O.E. by removing vocational 
programs and resource room approvals, and the special one-district 
rural isolation adjustment. 

The G reer-formu 1 a was short-lived because few understood it. 
The staffing formula that replaced the Greer-formula shifted 
legislative attention to funding staff salaries with an occasional 
addition of a staff category (job creation). The staffing categories 
had been slow additions to employment opportunities in rural i m- 
poverished districts and had little support during the 197^ reform. 
The 1975 capital outlay distribution brought additional dollars 
(and jobs) and now the art of pupil-weight manipulation seems to 
have become the consuming behavior of state power politics. Pogrow 
and Swift recommend (perhaps naively) that a structure be developed 
to ensure an orderly process for pupil-weight revisions; that, 
however, would most certainly lead to an immediate revolution for 
a d i f f erent f ormu 1 a . 

Three studies currently operational under the auspices of 
the Section 8^*2 aid, are studies of capital outlay needs, trans- 
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portation costs, and sparsity costs. Capital outlay and trans- 
portation have gotten considerable legislative attention these 
past three years and are expected to get more employment is 
assoc fated with each. Increases in sparsity factors would also 
deliver more dollars to school districts. 

The powerful Legislative Finance Committee has already ex- 
plored the possibility of their own computer-based school finance 
simulation model. Perhaps at this writing the capability exists 
with that body. The purposes of that capability can only be to 
monitor the administration's proposals and to develop their own; 
again, manipulative behaviors. 

What are the prospects of a "new reform" in public school 
finance practices in New Mexico? Probably not very good in the 
sense of sweeping reforms such as the 197^ legislation; the current 
formula can be politicized and that is happening in some instances 
to the detriment of equal educational opportunity and program 
funding equity. However, given the technical progress since 197 1 * 
and the compromise of the 1976 attempted revolt, it seems that the 
five-year school finance revolution cycle noted by Wiley may be 
replaced by in-depth analysis of alternatives and the mis-directed 
legislative debate based on parochialism now turned to pupil needs. 

Sum ma ry 

The evolution of public elementary and secondary school 
funding in New Mexico since the 197 2 * reform has been characteristic 
of New Mexico political behavior (Pogrow, 1977). To the 
weighted pupil formula was added a limited gua ran teed-y I e 1 d 
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distribution for capital outlay in 1975 Amendments. An attempted 
revolt by the anti-special programs forces in 19/6 resulted in 
two steps backwards from the public finance funding principles of 
adequacy and efficiency. The compromise of that tumultuous 
legislative session provides for a general distribution (based 
upon grades 1-3 ADM) of special education resource rooms and 
eliminated completely we i gh ted- pup i 1 funding for vocational edu- 
cation. The 1977 legislature took another step forward by removing 
all "caps" from special programs, thereby fully integrating them 
into the funding structure and remova 1 of their categorical 
cha racter i s t i cs . 

Two studies reported in 1976 contributed to adjustments in 
the program weight for kindergarten and severely handicapped 
students. The studies further highlighted that districts were 
spending approximately 24 percent more on the base program (grades 
4-6) that was established in the base student allocation. The 
base student allocation was for 197*1-75, $616.50; for 1975-76, 
$703; for 1976-77, $800; for 1977-78, $905. 

The method of recognizing local revenues under the reform 
was a significant departure from the pre-reform method as was the 
computation of state-local shares. The definition of local revenue 
was expanded beyond the uniform tax rate (8.925 mills) against 
uniform property assessment (33-1/3% of market value) to include 
revenue received from motor vehicle license fees, P.L. 874 re- 
ceipts, regular federal vocational funds, and forest reserve dis- 
tributions. The charge-back of 95 percent of those revenues as 
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local-shares substantially equalized school revenue among the 
88 school districts of the state. Unequalized "local" revenues 
were computed to be about one percent in 197^~75 and state revenues 
supported approximately 83 percent of current expense. 

There is evidence that growing awareness of members of the 
legislature relative to the technical aspects of the formula has 
produced some attempts to manipulate the weighting scheme to the 
advantage of certain interest groups. That activity is not seen 
to be totally Inappropriate since the ensuing debates have a 
pup i 1 -prog ram focus and that Is where it ought to be. Wiley's 
(1968) observation that New Mexico public school finance reform 
occurs approximately every five years may not hold true in 1979 
or 1980. The successful defense against taking credit for P.L. 
87^ revenues (Nakka i v. K i 1 pa t r i ck) , the compromise of 1976, and 
the state's use of Section 8^2 funds for evaluating capital outlay 
needs, transportation costs, and sparsity relationships, seem to 
indicate that substantive reform may be a decade or more away. 
However, ft "g rows-as- i t-goes . " 
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Revenues include: Local and county property tax production (lesa payments to municipalities 
if 2.225 mill waiver in effect) and motor vehicle fees 
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EQUALIZATION OF SCHOOL CONSTRUCTION 
FINANCING 



The intent of this paper was to gather and analyze 
relevant data concerning equalization of local school dis- 
tricts' ability to finance their school construction and debt 
service requirements. 

A prior study presented data for school districts of 
five selected states, each with differing approaches to fi- 
nancing capital improvements. For each of the five states, 
great disparities in debt service needs, per pupil debt load, 
debt potential, and tax rates were observed. As expected, 
these disparities were based on two factors - the local tax 
base and the relative randomness of school facility require- 
ments. 

Since the Serrano decision, many states have made 
significant changes in the methods of financing current oper- 
ation programs. Considerable research has been conducted to 
ascertain, nationwide, the degree of equalization of oppor- 
tunity and of tax burdens. No such research has been re- 
ported for school construction and debt service requirements. 
Given that all of the states have utilized some system of 
state subventions for current operation, while only half 

^ilkerson, William R. , Problems an Issues of. Fiscal 
Neutrality in. Financing School Construction, School Finance 
Task Force, U.S. Office of Education, June, 1973, mim. 



William R. Wilkerson, Indiana University, Bloomington Indiana 

a 
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have directly participated in funding of construction or debt 
service, it follows that equalization should be more nearly 
accomplished in the current operation sector. 

It is well established that the range of per pupil tax 
base among school districts within a state may be extremely 
wide. An Arizona court spoke to the consequences as follows: 

However, funds for capital improvements -in school 
districts are even more closely tied to district wealth 
than are funds fov operating expenses. The state and 
county make no contribution whatever to the costs of 
capital improvements* The capability of a school dis- 
trict to raise money by bond issues is a function of its 
total assessed valuation."^- 

Table 1 shows the amounts of state grants for school 
construction/debt service and their relationships to total 
grants for K-12 education for 1975-76. Twenty-six of the 50 
states were granting funds for school building purposes, with 
such grants totalling $1.6 billion - less than ten percent of 
total state apportionments for those 26 states, and less than 
six percent of the $28.5 billion in total state grants. 3 

These data indicate that most states have not yet seen 
fit to place high priority on involvement in financing of 
school buildings. Grants of less than $10 million are made 
by each of six states, and only five granted more than $100 
million. 

2 Hollins v. Schoff stall. Superior Court of Arizona, 
Mancopa County, No. C-253652, June 1, 1972. 

3 A capsule description of each state's grant program 
for debt service or capital outlay is contained in Appendix B 
to this report. 
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TABLE 1. STATE GRANTS FOR SCHOOL BUILDING PURPOSES, 1975-76, AND RELATIONSHIP TO TOTAL 
STATE GRANTS FOR K-12 EDUCATION (in $ millions) 



State 


Total State 


School Building Grants 


Total 


Building 




Grants for 
K-12 Education 


For For 
Construction Debt Service 


Construction 
or 


School 
Building 


Grants 
as % 






Only Only 


Debt Service 


Grants 


of Total 


Alabama 


$ 430 




$ 1.9 


$ 1.9 


.4 


Alaska 


202 


$ 20.0 $ 8.8 




28.8 


14.3 


Connecticut 


240 


22.8 




22.8 


9.5 


Delaware 


165 


13.7 16.8 




30.5 


18.5 


Florida 


1,208 





145.3 


145.3 


12.0 


Georgia 


600 




33.7 


33.7 


5.6 


Hawaii 


274 


64.9 




64.9 


23.7 


Illinois 


1,951 


362.3 




362.3 


18.6 


Indiana 


1,510 


43.0 




43.0 


8.4 


Ken tucky 


371 




50.4 


50.4 


13.6 


Maine 


128 


20.8 


.6 


30.4 


23.8 


Maryland 


561 




92.4 


92.4 


16.5 


Massachusetts 


671 


114.7 




114.7 


17.1 


Michigan 


1,127 


14,6 




14.6 


1.3 


Mississippi 


289 




8,7 


8.7 


3.0 


New Hampshire 


19 


5.3 




5.3 


27.9 


New Jersey 


802 


11.7 


23.0 


34.7 


4.3 


New Mexico 


247 


13.2 




13.2 


5.3 


New York 


3,028 




226.0 


226.0 


7.5 


Pennsylvania 


1,681 


159.9 




159.9 


9.5 


Rhode Island 


94 




7.4 


7.4 


7.9 


South Carolina 


313 




19.1 


19.1 


6.1 


Tennessee 


347 




13.4 


13.4 


3.9 


Utah 


216 




3.6 


3.6 


1.7 


Vermont 


46 




3.3 


3.3 


7.2 


Washington 


732 


61.5 




61.5 


8.4 


Totals 


$16,565 


$310.8 $643.2 


$628.8 


$1,591.8 


9.6 


Add Other 












24 States 


11,944 








0.0 


$28,509 


$310.8 $643.2 


$628.8 


$1,591.8 


5.6 



Source: Preliminary data for each state compiled by USOE entitled Public School Fi- 
nance Program. 1975-76. 
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Table 2 shows the historical pattern of state grants 
for school building purposes. Total amounts granted have in- 
creased significantly but the number of states participating 
in such programs has not changed appreciably. Nineteen were 
involved in 1950-51, and from 24 to 26 for each subsequent year 
shown. 

For 1975-76, grants of five states accounted for $1 
billion, or 63 percent of the total granted by 26 states. 
While the amount of funds involved did more than double from 
1968-69 to 1975-76, construction and debt service charges 
also increased greatly. School building costs are conserva- 
tively estimated to have increased by ten percent per annum 
during that time period (totalling 95 percent due to com- 
pounding) and interest rates on school building bonds 
reached historic highs. 

Based only on observation of the foregoing tables, it 
would be difficult to conclude that any trend toward greater 
fiscal neutrality (as measured by levels of state support) 
was operative. 

Several states also loan funds to local school dis- 
tricts, often at attractive interest rates as compared to the 
market. While most such loans must ultimately be repaid, 
usually from property tax levies, the net effect of such 
loans on equali2ation among districts is unknown. 

In states where the majority of school construction is 
financed by bonds, it is alleged that fiscally-weak school 
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TABLE 2. AMOUNT OF STATE FUNDS AVAILABLE FOR GRANTS TO LOCAL SCHOOL 
DISTRICTS FOR CAPITAL OUTLAY AND DEBT SERVICE, SELECTED YEARS* 
(in $ millions) 





1950-51 


1956-57 


1962-63 


1968-69 


1975-76 


Alabama 


$ 1.5 


$ 2.0 


$ 2.0 


$ 2.0 


$ 1.9 


Alaska 


.5 


1.5 


.8 


1,6 


28.8 


California 


7.1 










Connecticut 


.5 


3.0 


8.7 


16.0 


22.8 


Delaware 


2.9 


7.1 


12.2 


15.7 


30.5 


Florida 


6.0 


11.8 


17.9 


56.5 


145.3 


Georgia 




14.3 


20.0 


28.3 


33.7 


Hawaii 


M 


.4 


6.6 


30,3 


64.9 


Illinois 








1.9 


362.3 


Indiana 








46.6 


43.0 


Kentucky 




3.6 


11.2 


20.8 


50.4 


Maine 






.9 


4.0 


30.4 


Maryland 


7.0 


4.0 


11.2 


50.5 


92.4 


Massachusetts 


1.2 


9.8 


16.2 


23.7 


114.7 


Michigan 


3.0 


7.3 






14.6 


Mississippi 


1.0 


5.0 


7.5 


6.6 


8.7 


Missouri 


.6 


1.8 


1.1 


1.8 


M 


New Hampshire 




.3 


1.1 


2.9 


5.3 


New Jersey 




10.7 


15.9 


28.6 


34.7 


New Mexico 










13.2 


New York 


2.0 


10.0 


116.2 


184.0 


226.0 


North Carolina 


23.3 


14.2 


.2 


8.4 




Ohio 


1.9 


8.7 








Pennsylvania 


.4 


13,2 


35.0 


50.0 


159.9 


Rhode Island 


M 


M 


1.6 


4.1 


7.4 


South Carolina 




25.5 


2.3 


16,4 


19.1 


Tennessee 


6.3 


7,7 


8,8 


10.4 


13.4 


Utah 




1.4 


3.4 


4.2 


3.6 


Vermont 




1,2 


4.4 


4.6 


3.3 


Virginia 


6*9 


1,4 








Washington 


3.2 


17,3 


20.0 


13.0 


61.5 


West Virginia 


3.1 


M 








Totals 


$78,1 


$187,0 


$325.3 


$632.9 


$1,591.8 



*States granting less than $100,000 excluded. Letter "M" indi- 
cates that grants of less than that amount were made. 

Sources: 1975-76 data was obtained from USOE preliminary reports for each 
state entitled Public School Finance Programs, 1975-76. Data for other 
years from Barr, W.M. et al. Financing Public Elementary and Secondary 
School Facilities in the United States, National Educational Finance Proj- 
ect Special Study no. 7, Indiana University, Bloomington, pp. 142-43. 
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districts are usually confronted with the double penalty of 
higher interest costs on borrowed funds and higher tax rates 
to service debt. Interest costs may be influenced by quality 
rating assigned by Moody 's Investors Service or by Standard 
and Poor's, and such ratings are related to debt load and tax 
base, among other factors. 

The major thrust of this study is to report on exist- 
ing variations (of local school districts) within and among 
the states with respect to ability to support capital out- 
lays* Specifically analyzed were: 

1. Per pupil school building debt for bonds, 
state loans, and obligations to authorities 

2. Per pupil annual debt service charges 

3. Effective property tax rates for debt ser- 
vice and relationship to effective property 
tax rates for all school purposes 

4. Relationship of debt service payments per 
pupil to current expenditures per pupil 

5. Effective property tax rates for capital 
reserve funds and relationship to effective 
property tax rates for all school purposes 

6. Relationship of reserve fund receipts per 
pupil to current operating expenditures per 
pupil 

7. Debt potential per pupil and per district 

8. Per pupil entitlements from the state for 
school construction and/or debt service 

9. Assigned Moody ratings and relationship to 
other variables. 

An intended purpose, which could not be successfully 
realized, was to obtain estimates of school building needs 
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in terms of classrooms and dollars. For a variety of rea- 
sons, this was not accomplished. Problems with defining 
"needs," lack of data in state education agencies, lack of 
plans by local school districts, and lack of specificity in 
the data gathering instrument were responsible. 

One of the values of this study is that it can provide 
comparative data on school capital ability so that policy- 
makers may utilize it in redesigning state support programs. 
This report may be particularly timely in that the several 
states are beginning to develop new state support plans as 
a response to Section 842 of P.L. 93-380. Such plans are to 
provide for equalization of educational opportunity, and 
among "equity guidelines" to be addressed are (1) Adequacy of 
educational programs, (2) Cost variations, (3) Comprehensive- 
ness of program, (4) Equalizing Financial Ability, and 
(5) Tax Support. Financing of school facilities is closely 
related to each of these five guidelines. 

Procedures 

A questionnaire was developed and sent to each state 
education agency except for Hawaii. Where data were avail- 
able at the SEA to provide the information for 15 selected 
districts distributed among low, average, and high ability, 
the responses were made at that level. In most cases, how- 

^Questionnaire is included as Appendix A. 
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ever, the SEA sent the questionnaire directly to the local 
district where responses were made and mailed back to the re- 
searcher. 

Most of the data needed for the analyses made in the 
study were obtained from the questionnaire. Notable excep- 
tions were district enrollment, obtained from USOE reports, 
and the Moody rating, unknown by many of the responding 
states or school districts but obtained from publications of 
Moody 's Investors Service. 

Usable responses came from 519 school districts from 
43 states. 5 Computational procedures used permitted inclu- 
sion of all 519 with no values computed or entered into the 
analyses for missing data items. 

The following variables were obtained directly from 
the questionnaire or from published reports: 

1. Enrollment 

2. Current Expenditure 

3. Debt Principal Payments 

4. Interest Payments 

5. Total Debt Outstanding 

6. Local Tax Receipts for Debt Service 

7. Local Tax Receipts for Reserve Funds 

8. Local Tax Receipts for Current Operations 

9. Assessed Valuable of Taxable Property 

10. Ratio of Assessed to Market Valuation 

11. Debt Limitation 

12. Moody Hating 

13. Amount of State Grant Received 

14. Percentage of State Grant for Construction 

or Debt Service 

15. Existence of State Loan Program. 

5 Non-participation states were Florida, Massachusetts, 
Michigan, New Jersey, North Carolina, and Washington. In ad- 
dition, the returned questionnaires from Tennessee were mis- 
placed by the researcher and were not analyzed. 
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From these inputs, computed variables were: 

1. Per pupil School Building Debt 

2. Per pupil Debt Service Costs 

3. Per Pupil Current Expenditures 

4. Full Valuation of Property (Assessed Valuation 7 

Assessment Ratio) - District and Per Pupil 

5. Per Pupil: Local Tax Receipts for 

a. Debt Service 

b. Reserve Funds 

c. Current Operations 

d. All School Purposes 

6. Effective Tax Rates for 

a. Debt Service (Local Debt Service Receipts f 

Full Valuation) 

b. Reserve Funds (Local Reserve Fund Receipts f 

Full Valuation) 

c. Current Operations (Local Receipts for Current 

Operation v Full Valuation) 

d. All School Purposes (All Local Tax Receipts f 

Full Valuation) 

7. Ratios of 

a. Debt Service Expenditures to Current 

Expenditures 

b. Debt Service Local Tax Receipts to All 

Local Tax Receipts 

c. Reserve Fund Local Tax Receipts to All 

Local Tax Receipts 

8. Debt Potential Per Pupil (Debt Limit Per Pupil less 

Debt Per Pupil) 

9. State Entitlements Per Pupil, by use for Construc- 

tion or Debt Service. 



136 



Basic Questions 

Questions for which answers were sought in this re- 
search included the following: 



1- School Building Debt. What is the relation- 
ship of school building debt to valuation of 
property? To presence or absence of state 
loan and/or state grant programs? To expen- 
ditures for current operation? To enrollment? 

2. Debt Service Charges. How are those expen- 
ditures related to current expenditures? To 
Moody ratings? To state aid for construction/ 
debt service? To the existence of state loan 
programs ? 

3- Effective Property Tax Rates for Debt Service. 
How do these relate to similarly-computed tax 
rates for all school purposes? Is the ratio 
relatively constant? Is the rate a function 
of other variables in addition to debt service 
costs and full valuation of property? Is the 
rate lower if state aid programs are present? 
What effect does Moody rating have? 

4. Ratio of Debt Service Costs to Current Opera- 
tions. Is this relationship relatively con- 
stant among different types of school systems 
and among states? 

5- Capital Reserve Funds. To what extent are 

they used? If present, what are relationship 
with debt service and outstanding debt? What 
is the relationship to current operation? 
What is the effective tax rate level for such 
funds where used? 

6. Debt Potential. Are existing limitations on 
indebtedness preventing districts from meeting 
capital needs? Have means been found to ob- 
tain borrowed funds in excess of such limits? 
How evenly do such limitations, existing debt, 
and debt potential impact districts within and 
among states? How do state loan or grant pro- 
grams relate? 

7- State Grant Programs. How widespread are they? 
What is the usage of typical grant programs? 
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What are the consequences on tax rates, ex- 
tent of debt, debt service costs, and debt 
limitations? 

8. Moodv Ratings . What school district fiscal 
factors are associated with the rating levels? 
What is the relationship to debt service 
charges? To effective property tax rates? 



Assumptions, Limitations and Delimitations 

Several assumptions relating to the data potential had 
to be made in order for this study to be feasible. First, 
the most comparable measure of local ability which could be 
obtained was full valuation of taxable property which was 
calculated by dividing assessed or taxable valuation by an 
assessment - market value ratio - and then placed on a per 
pupil basis. While property taxation is used very little to 
support schools in a few states, and others may weight prop- 
erty values with income to estimate ability, most local sup- 
port for school construction does come from the property tax 
base. It is also acknowledged that assessment ratios may be 
rather gross estimates in some states and relatively precise 
in others. In spite of these limitations, ability comparisons 
on the basis of full valuation seems to be the best that is 
possible. 

Debt service and other costs and debt outstanding are 
used as measures of burden and effort in this study. Effec- 
tive tax rates, based on calculated full valuation of prop- 
erty, combine the measures of ability and burden. 
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It was also necessary to handle the data by the EDP 
processes so that missing items of data for a responding 
school district did not cause the entire response to be 
judged unusable. This procedure maximized the available data 
but did cause some distortions in the computations - such as 
dropping the enrollment of a district with no indebtedness 
from the calculation of per pupil debt and/or per pupil debt 
service costs. Thus data for many such variables pertain 
only to districts with positive responses on all factors used 
in the computations. 

School districts selected to provide data for this study 
were picked to yield balance on the basis of fiscal capacity. 
Seventeen districts from each state comprised the sample, with 
poor, average, and wealthy districts selected - and no claim 
is made for representativeness of this sample. It is of in- 
terest, however, that the mean per pupil expenditure for all 
respondents was $1,151, which is quite close to the NEA esti- 
mate of $1,163 per pupil in ADM for 1974-75. 6 

Table 3 shows aggregate data for all responding dis- 
tricts. It can be seen that there are huge differences be- 
tween the mean and median value of several of the variables. 
Apparently, some large districts were spending considerably 
more for both current operation and school building purposes, 

6 National Education Association/ Rankings of the 
States i 1225., The Association, Washington, D.c. 
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TABLE 3. AGGREGATE DATA FOR ALL RESPONDING DISTRICTS* 



Variable 


No. of Mean 


Median 


Total 




Valid Value 


Value 






Cases 






Enrollment 


519 13,805 


3,515 


7,164,528 


Current Expenditures (000) 


491 $17,220 


$3,660 


$8,459,000 


Debt Principal Payments (000) 


471 870.3 


165.4 


409,900 


Debt Interest Payments (000) 


471 557.0 


98.0 


262,300 


Total Debt Outstanding (000) 


468 11,720 


2,551 


5,485,000 


Local Tax Receipts 









a. Debt Service (000) 448 1,980.6 257.5 887,300 

b. Reserve Funds (000) 155 1,236.4 150.0 191,600 

c. Operation (000) 487 10,500 1,625 5,113,000 

Per Pupil School Building Debt 468 784 597 

Per Pupil Debt Service Costa 475 96 71 

Per Pupil Current Expenditures 492 1,151 1,067 

Per Pupil Reserve Fund Receipts 155 63 41 

Per Pupil Operation Receipts 487 553 422 

Per Pupil Full Valuation 506 68,681 48,330 

Per Pupil Debt Potential 500 1,557 873 

Per Pupil State Grants for Buildings 146 127 38 



Effective Tax Rates 

a. Debt Service 400 .002 .001 

b. Reserve Funds 155 .002 .001 

c. All School Purposes 493 .019 .010 



Ratios 

Debt Service to Current Expenditures 455 .084 .069 
ETR Debt Service to ETR All School 

Purposes 440 .190 .133 
ETR Reserve Funds to ETR All School 

Purposes 155 .114 .083 

Moody Rating (Al-5, A-4) 363 4.344 4.228 
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had large amounts of per pupil debt, and, as will be shown 
later, did so with relative ease due to high per pupil full 
valuation of property. 
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Comparative Data for 
Responding States 

Data for the responding school districts, by state, 
are presented in this section of the report. It should be 
noted that there are wide ranges on most of the variables , 
both within and among states. In addition, the procedures 
used in many cases dropped from the analysis districts not 
furnishing a given piece of information. Thus, the table 
showing debt per pupil does not contain those districts with 
no debt. 

Averages shown in the tables in this section are not 
size-weighted. Since the sample does not purport to be rep- 
resentative in the statistical sense, and since many large 
districts were respondents, the decision was made to compute 
averages for this section by summing the computed values for 
each district and dividing by the number of districts in- 
volved. 

School Building Debt 

Table 4 shows School Building Debt Per Pupil. The 
mean for all 468 districts with school building debt was 
$784, median was $597, and standard deviation was $693. 

Wide ranges are apparent. Alaska, Pennsylvania, 
Indiana, Minnesota, New York, Texas and Rhode Island respond- 
ing districts all had average per pupil debt well above the 
mean. Low per pupil debt states included Alabama, Maine, 
North Dakota, Oklahoma, South Carolina, and South Dakota. 
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TABLE 4. SCHOOL BUILDING DEBT PER PUPIL, JUNE 30, 1975 





AVERAGE 


STANDARD 
DEVIATION 


MAXIMUM 


MINIMUM 


ALABAMA 


413.20 


576.05 


1696,60 


58.88 


ALASKA 


2260,96 


810.54 


3210,69 


1291.87 


ARIZONA 


759,07 


571,60 


1810,71 


100.58 


ARKANSAS 


667,17 


338,32 


1468,10 


15,39 


CALIFORNIA 


777+37 


518,48 


1721,82 


304,36 


COLORADO 


969,3.1 


535,16 


1830,69 


216,22 


CONNECTICUT 


810,98 


554,41 


1397+80 


223,41 


DELAWARE 


976,76 


1557,76 


5297,24 


Bf. ,67 


GEORGIA 


662,14 


909,29 


3629,12 


22 + 84 


IDAHO 


586+59 


415,09 


1488,95 


11+32 


ILLINOIS 


897,57 


769,34 


1983,94 


66,21 


INDIANA 


1182,46 


954,65 


3370,91 


5 L * 1 5 


IOWA 


644,71 


451,45 


1571*78 


124,28 


KANSAS 


990,159 


1081,22 


3912,58 


213,41 


KENTUCKY 


799,44 


272+75 


1198,30 


392,68 


LOUISIANA 


837,15 


313,88 


1913,69 


22,28 


MAINE 


252,41 


185,55 


54;$.33 


18,69 


MARYLAND 


633,33 


438,11 


i ST-I,. T*, 

,L tJ WlJ t A_\J 


94,87 


MINNESOTA 


1111,38 


1377+09 


2085,14 


137,63 


MISSISSIPPI 


197,92 


165,47 


418,75 


2,04 


MISSOURI 


646,36 


542,76 


1834,65 


199,66 


MONTANA 


500,25 


371,09 


1084,87 


23,90 


NEBRASKA 


869,97 


754*94 


2498,23 


1,77 


NEVADA 


768,41 


527,12 


1446,68 


220,91 


N HAMPSHIRE 


868,63 


422.67 


1571*37 


144,21 


N MEXICO 


368.92 


248,25 


1059,61 


65,18 


NEW YORK 


1195,11 


555,64 


2186,03 


464,90 


N DAKOTA 


465,41 


220,11 


810,26 


70.63 


OHIO 


710,18 


402+61 


1368,42 


62.67 


OKLAHOMA 


338,37 


^r> i , C! ;ft 

V.. *!. J, + \J W 


633 , 33 


77,19 


OREGON 


623,12 


692+27 


2213,37 


2 1 8 * 8 5 


PENNSYLVANIA 


2277,80 


1084,54 


4674+66 


960,85 


RHODE ISLAND 


1025,52 


592,59 


2374,88 


269,00 


S CAROLINA 


377.92 


269.11 


744*84 


1 ,63 


S DAKOTA 


349,78 


225,00 


814,43 


37,29 


TEXAS 


1163,26 


816,43 


3286,71 


295,38 


UTAH 


733,89 


585,64 


2648,68 


92,57 


VERMONT 


982,57 


767,22 


2158,66 


26,32 


VIRGINIA 


819,11 


542,50 


1919,96 


104*31 


W VIRGINIA 


631,46 


324,84 


1222,31 


156, 15 


WISCONSIN 


695.29 


;325 + 84 


1293,14 


87,09 


WYOMING 


837.76 


857,87 


2503+27 


3,11 
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Highest calculated amount was for a Delaware district with 
$5,297. In addition to the low of $1.63 for a South Carolina 
district, it must be remembered that 51 districts of the 519 
respondents reported no debt. 

Tables 5 and 6 show per pupil school building debt in 
a different way. Responding districts were divided into 
groups on the basis of low, medium and high full valuation per 
pupil. For each group a median value was determined by count- 
ing in the situation where there was an odd number of cases or 
by calculating a median if there was an even number of cases. 



TABLE 5. MEDIAN VALUE OP PER PUPIL SCHOOL BUILDING DEBT 

FOR STATES WITH CAPITAL OUTLAY/DEBT SERVICE GRANTS 



State 


Low Wealth 
Districts 


Medium Wealth 
Districts 


High Wealth 
Districts 


Alabama 


$ 94 


$ 121 


$ 330 


Alaska 


1576 


968 


3108 


Connecticut 


347 


1398 


576 


Delaware 


314 


558 


689 


Georgia 
Illinois 


291 

514 


187 
66 


1263 
990 


Indiana 


883 


1272 


1865 


Kentucky 
Maine 


893 
257 


689 

220 


717 
243 


Maryland 
Mississippi 
New Hampshire 
New Mexico 


291 
145 
894 
321 


619 
82 
1090 

427 


708 
209 
802 
600 


New York 


731 


1470 


1304 


Pennsylvania 
Rhode Island 


2506 

1271 


2047 
883 


1755 

604 


South Carolina 


29 


258 


544 


Utah 


556 


575 


937 


Vermont 


338 


1082 


810 



Table 5, for states with operating capital outlay or 
debt service grant programs in 1971-72 and 1975-76, again sup- 
ports the notion that wealthier districts are able to support 
more debt, or have better access to facilities, than lower 
wealth districts. In 13 of the 19 states/ high wealth dis- 
tricts had higher median values for per pupil debt than did 
medium wealth districts and in 11 of the 19 states, medium 
wealth district debt was greater than for low wealth districts. 



TABLE 6. MEDIAN VALUE OF PER PUPIL SCHOOL BUILDING DEBT 
FOR STATES WITH NO CAPITAL OUTLAY/DEBT SERVICE GRANTS 



state 



Low Wealth 
Districts 



Medium Wealth 
Districts 



High Wealth 
Districts 



Arizona 


$ 195 


$1478 


$ 599 


Arkansas 


396 


746 


855 


California 


620 


344 


1610 


Colorado 


288 


1169 


1079 


Idaho 


758 


379 


1101 


Iowa 


374 


904 


829 


Kansas 


454 


833 


469 


Louisiana 


1033 


390 


976 


Minnesota 


NA 


NA 


69 


Missouri 


603 


327 


1071 


Montana 


445 


563 


294 


Nebraska 


1176 


335 


1352 


Nevada 


1066 


1147 


241 


North Dakota 


293 


577 


424 


Ohio 


300 


744 


985 


Oklahoma 


257 


355 


467 


Oregon 


258 


397 


130 


South Dakota 


226 


294 


305 


Texas 


514 


1282 


1178 


Virginia 


391 


717 


1145 


West Virginia 


323 


710 


207 


Wisconsin 


531 


96 


900 


Wyoming 


846 


245 


1630 
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Table 6 is for states with no grant program operating 
in both 1971-72 and 1975-76. In 12 of 22 states for which 
adequate data were available, high wealth districts had 
higher median values for per pupil debt than medium wealth 
districts, and medium wealth districts had higher per pupil 
debt than low wealth districts for 14 of the 22 states. 

For the two groups of states, only for Louisiana, 
Kentucky, Maine, Pennsylvania and Rhode Island were median 
values of per pupil debt highest for low wealth districts 
than for the other two district categories. 

While no statistically valid conclusions can be drawn 
from data presented in this manner, it does seem apparent that 
ability to undertake higher per pupil debt means that higher 
debt may result. 

Debt Service Costs 

Table 7 shows debt service charges per pupil for 
1974-75. Of the 519 respondents, 475 reported that payments 
of principal and interest were made. Again, data in the 
table pertain only to those districts with debt service 
payments - consequently, the minimum really is zero. For 
the 475 districts, mean value was $96, median was $71, and 
standard deviation was $120. 

States with averages of more than $125 were Alaska, 
Delaware, Louisiana, New Hampshire, New York, Pennsylvania, 
and Virginia. States with averages under $60 included 
Alabama, Georgia, Idaho, Maine, Mississippi, South Carolina, 
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TABLE 7. DEBT SERVICE CHARGES PER PUPIL, 1974-1975 SCHOOL YEAR 





AVERAGE 


STANDARD 
DEVIATION 


MAXCMUM 


HIK^ 


ALABAMA 


49*38 


38,16 


97*35 


13,7^ 


ALASKA 


309,43 


275,03 


775,96 


100t<)h 


ARIZONA 


71.41 


49*67 


178,61 


16 1 9>ta 


ARKANSAS 


67,66 


29*58 


1 L4,22 


7, (jiT 


CALIFORNIA 


117,49 


131 , 53 


488,36 


28,$,* 


COLORADO 


121,55 


51,99 


216,22 


,, T 


CONNECTICUT 


115+56 


31,83 


142,72 


7(),l*> 


DELAWARE 


128,79 


67.36 


2158*53 


29, >J 


GEORGIA 


51.05 


49,79 


146*78 


4,(>Q 


IDAHO 


54,82 


21.71 


89*29 


1 3 * 4 


ILLINOIS 


10:5,99 


37,70 


153,32 


42,38 


INDIANA 


83,91 


63,57 


217,49 


11 *6^ 


IOWA 


81,87 


52,63 


231,90 


29**? 3* 


KANSAS 


120,63 


155,31 


603,41 


41,32 


KENTUCKY 


61*85 


18,39 


93,33 


37.61 


LOUISIANA 


.149,81 


190*92 


742,90 


23,57 


MAINE 


52*30 


44,56 


149,69 


7*16 


MARYLAND 


75,80 


61,49 


234,67 


4.74 


MINNESOTA 


96,30 


57.25 


182*13 


3,31 


MISSISSIPPI- 


45.96 


18,86 


71*62 


JL 5 * 45 


MISSOURI 


63.09 


39 , 20 


137*. IS 


6 , ? 


MONTANA 


87.52 


129,49 


420*51 


1,14 


NEBRASKA 


87,13 


85,72 


354*19 


14.6:3 


NEVADA 


116,22 


54*90 


186,79 


45 + 6^ 


N HAMPSHIRE 


128*73 


81*19 


390,62 


35*6O 


N MEXICO 


72*60 


51,36 


203.79 


15*39 


NEW YORK 


139,19 


42*87 


189, (33 


[-59.97 


N DAKOTA 


65,95 


26,72 


112,99 


22,73 


OHIO 


90.87 


SO. 36 


177,52 


19.8^ 


OKLAHOMA 


73,54 


28.80 


100,77 


40,3*> 


OREGON 


86,44 


84.99 


294,78 


41,50 


PENNSYLVANIA 


144,36 


50,47 


209,62 


72*4? 


RHODE ISLAND 


109*83 


-47,73 


243*31 


42,70 


S CAROLINA 


K; 1 K\"? 
*J Z t u / 


37,65 


133,48 


2*5# 


S DAKOTA 


60*43 


34*33 


139,26 


19*8* 


TEXAS 


218,40 


453*86 


1908+54 


30, 70 


UTAH 


79,25 


33,32 


ir59,59 


32.10 


VERMONT 


92.30 


68,75 


214.53 


22,5^ 


VIRGINIA 


149,30 


236,61 


848.87 


28*3? 


W VIRGINIA 


43,26 


16,94 


68,43 


22*9# 


WISCONSIN 


101,66 


47,55 


19.1.60 


o n i t 

.* *V i I M 
A^ f 4 J- ' 


WYOMING 


102,91 


84,03 


237,45 


1.3^ 
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and West Virginia. The reported maximum was for one Texas 
district with payments of $1909 per pupil. 

It should be recognized that some distortions of 
these data could come about because of an unusual occurrence 
such as retirement of bonds in advance of scheduled final 
maturity. 

The wide range from state to state, and within states, 
probably reflects the influence of many factors. Costs of 
construction, prevailing interest rates at time of bond sales, 
absence or presence of state loan or grant programs, and 
sheer need to provide facilities are among the factors . 

Tables 8 and 9 show median values of per pupil debt 
service charges by three classifications on district wealth. 
Table 8 is for states with operative grant programs in 1971-72 
and 1975-76; for 15 of 19 states, the median value of the 
variable was greater for medium wealth districts than for low 
wealth districts. For high wealth districts, the median value 
of per pupil debt service was greater in ten states than for 
medium wealth districts. 

Also noteworthy in Table 8 data is that there were no 
instances where the median value of per pupil debt service 
charges was higher for the low wealth category than for the 
high wealth group. For seven states, the value of the vari- 
able was greater for the high wealth group than for the medium 
wealth group, while the value for the medium wealth group was 
greater than for the low wealth group. 
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TABLE 8. MEDIAN VALUE OF PER PUPIL DEBT SERVICE COSTS 
FOR STATES WITH CAPITAL OUTLAY/DEBT SERVICE GRANTS 



State Low Wealth Medium Wealth High Wealth 

Districts Districts Districts 



Alabama 


$ 15 


$ 17 


$ 29 


Alaska 


144 


74 


555 


Connecticut 


94 


131 


72 


Delaware 


113 


130 


141 


Georgia 


33 


23 


126 


Illinois 


82 


99 


92 


Indiana 


60 


104 


97 


Kentucky 


53 


56 


75 


Maine 


50 


52 


29 


Maryland 


31 


59 


62 


Mississippi 


55 


34 


55 


New Hampshire 


114 


89 


127 


New Mexico 


43 


62 


105 


New York 


92 


161 


160 


Pennsylvania 


130 


171 


162 


Rhode Island 


99 


133 


83 


South Carolina 


7 


49 


69 


Utah 


66 


80 


57 


Vermont 


57 


77 


132 



Table 9 gives the data for states with no grant pro- 
grams. For these 23 states, 13 showed greater median per 
pupil debt service for medium wealth districts compared to 
the low wealth group* In 15 of the states, high wealth dis- 
tricts had more debt service costs than the medium wealth 
groups. In two states, Idaho and South Dakota, low wealth 
districts had higher median values for the variable than did 
medium or high wealth groups. For eight of the 23 states, the 
value for the high group was greater than for the medium 
wealth category and the medium group values were greater than 
for the low wealth group - a clear pattern of disequalization 
of burden and effort. 
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TABLE 9. MEDIAN VALUE OP PER PUPIL DEBT SERVICE COSTS 
FOR STATES WITH NO CAPITAL OUTLAY/DEBT SERVICE GRANTS 

State Low Wealth Medium Wealth High Wealth 

Districts Districts Districts 



Arizona 


$ 17 


$ 72 


$ 75 


Arkansas 


47 


79 


104 


California 


76 


59 


141 


Colorado 


79 


104 


167 


Idaho 


68 


54 


54 


Iowa 


48 


93 


74 


Kansas 


63 


84 


62 


Louisiana 


111 


111 


87 


Minnesota 


61 


57 


136 


Missouri 


41 


44 


123 


Montana 


42 


7 


66 


Nebraska 


35 


48 


118 


Nevada 


88 


130 


116 


North Dakota 


46 


78 


52 


Ohio 


43 


66 


117 


Oklahoma 


73 


68 


87 


Oregon 


44 


21 


54 


South Dakota 


54 


48 


39 


Texas 


62 


129 


114 


Virginia 


47 


77 


138 


West Virginia 


28 


27 


50 


Wisconsin 


77 


96 


134 


Wyoming 


52 


50 


178 



Effective Tax Rates for Debt Service 

Table 10 shows Effective Property Tax Rates for Debt 
Service. This variable was calculated by dividing assessed 
valuation of property by reported or published ratios of 
assessed valuations to sales or market value or property - 
this procedure yielded full valuation of property. Payments 
of debt principal and interest were then divided by calculated 
full valuation to yield the effective tax rate. 
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TABLE 10. EFFECTIVE PROPERTY TAX RATES FOR DEBT SERVICE, 
SCHOOL YEAR 



1974-1975 





AVERAGE 


STANDARD 

DEVIATION 


MAXIMUM 


MINIMUM 


ALABAMA 


,0008 


+ 0006 


+ 0015 


+ 0001 


ALASKA 


+ 0034 


+ 0024 


,0068 


.0014 


ARIZONA 


,0017 


+ 0004 


+ 0021 


+ 0009 


ARKANSAS 


,0042 


+ 0015 


+ 0069 


+ 0012 


CALIFORNIA 


+ 0013 


+ 0013 


+ 0050 


,00015 


COLORADO 


+ 00.19 


+ 0008 


+ 0035 


.00019 


CONNECTICUT 


.0031 


+ 0010 


+ 0042 


+ 002t:-5 


DELAWARE 


.0022 


+ 001.1. 


+ 0039 


+ 0007 


GEORGIA 


+ 0005 


+ 0004 


+ 0013 


+ 0001 


IDAHO 


.0010 


.0005 


+ 0019 


+ 0000 


ILLINOIS 


,0016 


,0008 


+ 0028 


+ 0007 


INDIANA 


.0016 


+ OO.LO 


+ 0029 


+ 0001 


IOWA 


.0018 


+ 0009 


+ 0036 


+ 0007 


KANSAS 


.0011 


+ 0006 


.0022 


+ 0004 


KENTUCKY 


+ 0007 


+ 0005 


.0015 


+ 0000 


LOUISIANA 


+ 0022 


+ 0012 


.0045 


+ 0005 


MAINE 


.0008 


+ 0005 


.0011 


+ 0004 


MARYLAND 


.0010 


.0005 


+ 0021 


+ 0006 


MINNESOTA 


.0041 


.0035 


+ 0126 


+ 0000 


MISSISSIPPI 


.0008 


.0008 


+ 0023 


+ 0001 


MISSOURI 


.001,3 


.0006 


+ 0026 


+ 0006 


MONTANA 


+ 0006 


+ 0003 


+ 0011 


+ 0001 


NEBRASKA 


+ 0024 


+ 0017 


+ 0062 


.0004 


NEVADA 


+ 0012 


+ 0010 


+ 0027 


+ 0002 


N HAMPSHIRE 


.0040 


+ 0041 


+ 0165 


+ 0007 


N MEXICO 


.0025 


+ 002,1 


+ 0090 


+ 0000 


c ;w YORK 


+ 0023 


+ 0018 


.0049 


+ 0007 


DAKOTA 


+ 0027 


+ 0013 


+ 0049 


+ 0000 


UD 


.0012 


+ 0008 


.0025 


+ 0003 


;LAHQMA 


+ 0019 


+ 0011 


.0033 


+ 0009 


4EGQN 


.0010 


+ 0005 


.0022 


+ 0006 


SNNSYLVANIA 


+ 0040 


+ 0010 


.0047 


T \f \f *f W 

+ 0023 


MODE ISLAND 


.0014 


.0004 


.0021 


+ 0004 


' CAROLINA 


.0129 


.0382 


.1217 


+ ooo;L 


i DAKOTA 


.0032 


.0069 


.0230 


+ 0006 


TEXAS 

* *T* A t t 


+ 0023 


.0010 


+ 0042 


+ 0007 


TAH 


+ 0013 


t0009 


.0032 


.0003 


iRMONT 
ERG1NIA 
VIRGINIA 

PSCONSIN 
IMING 


+ 0204 
+ 0013 
+ 0014 
.0019 
.0012 


.0381 
+ 0008 
+ 0007 
+ 0008 
+ 0007 


.1015 
.0031 
.0025 

.0039 
.0027 


+ 0003 
+ 0004 
+ 0005 
+ 0003 
.0000 
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i 1 able 11 shows median values for Effective Tax Rate 
for Debt Service for states with capital outlay grants. For 
nine of the 17 states for which complete data were available, 
the value of this variable was greater for low wealth dis- 
tricts than for medium wealth districts. For 13 of the 17 
states, the median effective tax rate was higher for medium" 
wealth districts than for high wealth districts. These data 
suggest that tax burden is higher for lower wealth districts 
than for the other two groups and that the presence of state 
aid is not solving the equalization problem. 



TABLE 11. MEDIAN VALUE OF EFFECTIVE TAX RATE FOR DEBT SERVICE 
FOR STATES WITH CAPITAL OUTLAY/DEBT SERVICE GRANTS 



State 


Low Wealth 
Districts 


Medium Wealth 
Districts 


High Wealth 
Districts 


Alabama 


.0015 


.0004 


.0004 


Alaska 


.0051 


NA 


.0017 


Connecticut 


.0013 


.0042 


.0013 


Delaware 


.0033 


.0015 


.0015 


Georgia 


.0003 


.0002 


.0010 


Illinois 


.0015 


.0013 


.0009 


Indiana 


.0015 


.0025 


.0012 


Kentucky 


.0012 


.0005 


.0003 


Maine 


NA 


.0004 


NA 


Maryland 


NA 


.0011 


.0007 


Mississippi 


.0003 


.0007 


.0005 


New Hampshire 


.0055 


.0024 


.0020 


New Mexico 


.0022 


.0023 


.0030 


New York 


.0028 


.0011 


.0007 


Pennsylvania 


.0023 


.0046 


.0040 


Rhode Island 


.0015 


.0017 


.0011 


South Carolina 


.0001 


.0009 


.0008 


Utah 


.0012 


.0012 


.0004 


Vermont 


.0690 


.0006 


.0003 
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The data in Table 11 also show that for only five of 
the 17 states was median Effective Tax Rate for Debt Service 
greater for high wealth districts than for low wealth dis- 
tricts. In five other states, the value was higher for low 
wealth districts than for medium wealth districts and also 
greater for medium wealth districts than for the high wealth 
group. 

Table 12 presents similar data for the 23 states with 
no grant programs for debt service or capital outlay. 

TABLE 12. MEDIAN VALUE OF EFFECTIVE TAX RATES FOR DEBT 
SERVICE FOR STATES WITH NO CAPITAL OUTLAY/DEBT SERVICE 
GRANTS 



State 



Low Wealth 
Districts 



Medium Wealth 
Districts 



High Wealth 
Districts 



Arizona 


.0009 


.0014 


.0017 


Arkansas 


.0040 


.0048 


.0047 


California 


.0016 


.0006 


.0820 


Colorado 


.0021 


.0024 


.0011 


Idaho 


.0014 


.0008 


.0010 


Iowa 


.0015 


.0022 


.0009 


Kansas 


.0016 


.0012 


.0006 


Louisiana 


.0027 


.0014 


.0013 


Minnesota 


.0019 


.0036 


9 \t V .A* +J 

.0029 


Missouri 


.0011 


.0013 


.0011 


Montana 


.0008 


.0003 


.0005 


Nebraska 


.0046 


.0015 


.0024 


Nevada 


.0027 


.0013 


,0003 


North Dakota 


.0037 


.0031 


.0010 


Ohio 


.0005 


.0012 


.0017 


Oklahoma 


.0028 


.0004 


.0010 


Oregon 


.0010 


.0007 


.0008 


South Dakota 


.0010 


.0010 


.0009 


Texas 
Virginia 


.0022 
.0017 


.0027 

.0005 


.0014 
.0012 


West Virginia 
Wisconsin 


.0016 
.0019 


.0009 
.0020 


W %/ JL^ 

.0005 
.0019 


Wyoming 


.0014 


.0009 


.0010 
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For 14 of the states, median ETRDS was higher for low 
wealth districts than for the medium wealth group. For 12 
states, the value of ETRDS was greater for medium wealth dis- 
tricts than for high wealth districts. 

In only five of the 23 states was the median value 
higher for high wealth districts than for the low wealth 
group. There were six states which had higher values for the 
low wealth group than the medium wealth group and also greater 
values for the medium group than for the high wealth group. 
It appears that the data for Effective Property Tax 
Rate for Debt Service confirm the impression that equaliza- 
tion of tax burden for school facility purposes is far from 
being achieved in either group of states. 

Ra tio of Debt Service to Current Expenditures 

Table 13 shows the relationship of debt service pay- 
ments to current expenditures. For the 455 districts for 
which this ratio could be computed, the mean value was .0840, 
median was .069, and standard deviation was .0735. 

Several states had average ratios of .06, and West 
Virginia's .05 was lowest. Highest ratio was .17 for 
Louisiana, with Alaska, Texas, and New Hampshire also with 
high ratios. Highest ratio for a reporting district was in 
Texas, where debt service was 49 percent of current expendi- 

tures , 

Tables 14 and 15 group the ratios according to school 

district wealth. Data in Table 14 show that for seven of the 
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TABLE 13. RATIO OF DEBT SERVICE PAYMENTS PER PUPIL TO CURRENT 
EXPENDITURES PER PUPIL, 1974-1975 SCHOOL YEAR 





AVERAGE 


STANDARD 

DEVIATION 


MAXIMUM 


MINIMUM 


ALABAMA 


.07 


+ 015 


+ 14 


,02 


ALASKA 


t!5 


+ 14 


+ 39 


+ 03 


ARIZONA 


,06 


+ 04 


.13 


+ 02 


ARKANSAS 


*JO 


,04 


,16 


+ 01 


CALIFORNIA 


.11 


,14 


,wa 


.03 


COLORADO 


+ 10 


.04 


+ .1. 8 


.04 


CONNECTICUT 


+ 10 


.02 


,11 


+ 07 


DELAWARE 


,12 


.07 


.22 


.02 


GEORGIA 


,06 


.06 


+ 19 


.00 


IDAHO 


.06 


.02 


.09 


,01 


ILLINOIS 


,07 


.02 


+ 10 


.03 


INDIANA 


+ 09 


.06 


.21 


,01 


IOWA 


+ 07 


.04 


.18 


+ 03 


KANSAS 


,o; 


.03 


,12 


,03 


KENTUCKY 


.09 


.03 


1I1T 
L; 


.04 


LOUISIANA 


.17 


*25 


+ 92 


.03 


MAINE 


.04 


.or; 


.16 


,02 


MARYLAND 


.09 


+ 13 


+ 48 


.00 


MINNESOTA 


.06 


+ 04 


,10 


.00 


MISSISSIPPI 


.07 


.0:5 


+ J:i 


+ 02 


MISSOURI 


+ 06 


+ <>3 


,12 


,01 


MONTANA 


,07 


+ 09 


+ 30 


+ 00 


NEBRASKA 


.09 


+ OB 


.31 


+ 02 


NEVADA 


,09 


+ 04 


,13 


+ 04 


N HAMPSHIRE 


.12 


+ 09 


+ 43 


, 03 


N M FIX I CO 


+ 07 


+ 04 


.14 


+ 01 


NEW YORK 


+ 08 


+ 02 


+ 10 


+ 07 


N DAKOTA 


*07 


+ 03 


.12 


,02 


OHI.G 


.07 


.04 


.14 


+ 02 


OKLAHOMA 


.10 


.04 


.13 


+ 05 


OREGON 


. 05 


.02 


+ 09 


+ 03 


PENNSYLVANIA 


.10 


.03 


.15 


,05 


RHODE ISLAND 


.09 


.04 


.21 


,03 


S CAROLINA 


,10 


,09 


+ 27 


,00 


S DAKOTA 


.06 


+ 04 


+ 16 


+ 02 


TEXAS 


.16 


+ 13 


.49 


+ 04 


UTAH 


.06 


.03 


.12 


,02 


VERMONT 


- .07 


+ 04 


.16 


+ 02 


VIRGINIA 


+ 06 


,03 


.10 


+ 02 


W VIRGINIA 


+ 05 


+ 01 


.07 


+ 03 


WISCONSIN 


+ 08 


+ 03 


.14 


+ 03 


WYOMING 


.OS 


+ 05 


,19 


.00 
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19 states, low wealth districts had a higher ratio of debt 
service payments to current expenditures than did medium 
wealth districts while in nine of the 19 states the ratio was 
larger for medium wealth districts than for high wealth dis- 
tricts. 



TABLE 14. MEDIAN VALUE OP RATIO OF DEBT SERVICE PAYMENTS 
TO CURRENT EXPENDITURES FOR STATES WITH CAPITAL OUTLAY/ 
DEBT SERVICE GRANTS 



State Low Wealth Medium Wealth High Wealth 

Districts Districts Districts 



Alabama 


,022 


.026 


.079 


Alaska 


.064 


.035 


.277 


Connecticut 


.092 


.105 


.057 


Delaware 


.125 


.120 


.035 


Georgia 

Illinois 


.043 

.067 


.031 
.042 


.123 
.054 


Indiana 


.077 


.111 


.090 


Kentucky 

Maine 


.066 
.052 


.096 

.050 


.103 
.051 


Maryland 
Mississippi 
New Hampshire 
New Mexico 


.019 
.064 
.139 
.031 


.066 
.051 
.105 
.055 


.055 
.083 
.114 
.061 


New York 


.034 


.096 


.067 


Pennsylvania 
Rhode Island 


.115 
.084 


.115 

.107 


.087 
.071 


South Carolina 


.014 


.122 


.093 


Utah 


.063 


.074 


.037 


Vermont 


.037 


.052 


.110 



Data in Table 14 also show that the ratio was larger 
for the low wealth district group than for the other two 
groups in five states while the ratio was greater for the 
high wealth group than the two other groups in seven states. 
No consistent pattern appears to develop across all granting 
states. 
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Table 15 presents similar data for the 23 states with 
no grant programs. For six states, low wealth districts had 
a higher ratio than the medium wealth group. There were also 
six states where the value was greater for medium wealth dis- 
tricts than for the high wealth groups. 



TABLE 15* MEDIAN VALUE OF RATIO OF DEBT SERVICE PAYMENTS 
TO CURRENT EXPENDITURES FOR STATES WITH NO CAPITAL 
OUTLAY/DEBT SERVICE GRANTS 



State Low Wealth Medium Wealth High Wealth 

Districts Districts Districts 



Arizona 


.019 


NA 


.068 


Arkansas 


.089 


.103 


.144 


California 


.071 


.048 


,072 


Colorado 


.071 


.096 


.105 


Idaho 


.070 


.059 


.049 


Iowa 


.043 


.040 


.060 


Kansas 


.059 


.068 


.048 


Louisiana 


.109 


.103 


.067 


Minnesota 


-025 


.041 


.072 


Missouri 


-032 


.054 


.063 


Montana 


.036 


.007 


.053 


Nebraska 


.037 


.052 


.092 


Nevada 


.090 


.118 


.073 


North Dakota 


.047 


.082 


.048 


Ohio 


.041 


.049 


.104 


Oklahoma 


.064 


.092 


.101 


Oregon 


.033 


.038 


.042 


South Dakota 


.048 


.049 


.065 


Texas 


.040 


.107 


.192 


Virginia 


.043 


.055 


.034 


West Virginia 


.033 


.053 


.041 


Wisconsin 


.067 


.075 


.104 


Wyoming 


.088 


.tf41 


.085 



In 15 of these 19 states, the high wealth group had a 
greater ratio than did low or medium wealth districts. 
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The data in Tables 14 and 15 suggest that the percen- 
tage of funds expended for debt service as compared to cur- 
rent expenditures is totally inconsistent among states and 
does not appear to be highly related to district wealth or to 
the presence or absence of state grants. The ratio is of 
course dependent upon the absolute values of spending for 
both debt service and current expenditures and neither may 
have sufficient stability within a state to allow for consis- 
tency of the ratio. 

State Entitlements Per Pupil 

Table 16 shows State Entitlements Per Pupil, calcu- 
lated by dividing reported school building state grants by 
enrollment. Several states show very minor amount of grants 
and in many of these cases, existence of state grant pro- 
grams was not reported in the state's 1976 program. Cali- 
fornia, Minnesota, Ohio, Texas, Virginia, Wisconsin, West 
Virginia, and Wyoming reported no grant programs in 1976, 
yet responding districts did report receipt of such funds in 
1974-75. 

Highest average for reporting states was for Maryland 
which has undertaken to provide nearly all school building 
funds from state sources. 
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TABLE 16. STATE ENTITLEMENTS PER PUPIL, 
SCHOOL YEAR 



1974-1975 





Average 


Standard 
Deviation 


Maximum 


Minimum 


Alabama 


$215*89 


$ 270.28 


$ 407.01 


$24.77 


Alaska 


117.42 


92.35 


203.40 


19.80 


Arizona 


22.21 


19.78 


51.33 


9.82 


Arkansas 


.04 


.02 


.06 


.00 


California 


4.87 


11,86 


36.20 


.00 


Colorado 


N.A. 


N.A. 


N.A. 


N.A. 


Connecticut 


45.83 


37.91 


110.60 


16.21 


Delaware 


187.47 


164.27 


431.85 


76.36 


Georgia 


158.85 


221.24 


315.29 


2.41 


Idaho 


N.A. 


N.A. 


N.A. 


N.A. 


Illinois 


111.09 


199.09 


409.54 


1.72 


Indiana 


43.29 


29.92 


135.58 


15.69 


Iowa 


N.A. 


N.A. 


N.A. 


N.A. 


Kansas 


N.A. 


N.A. 


N.A. 


N.A. 


Kentucky 


64.95 


13.11 


79.44 


21.34 


Louisiana 


N.A. 


N.A. 


N.A. 


N.A. 


Maine 


50.87 


49.41 


149.69 


6.85 


Maryland 


620.91 


1352.06 


804.37 


.00 


Minnesota 


.03 


.02 


.07 


.00 


Mississippi 


13. 86 


12.13 


32.53 


.00 


Missouri 


N.A. 


N.A. 


N.A. 


N.A. 


Montana 


N.A. 


N.A. 


N.A. 


N.A. 


Nebraska 


N.A. 


N.A. 


N.A. 


N.A. 


Nevada 


N.A. 


N.A. 


N.A. 


N.A. 


New Hampshire 


38.36 


26.89 


99.83 


7.18 


New Mexico 


63.93 


82.50 


158.21 


5.02 


New York 


78.41 


3.83 


82.71 


75.34 


North Dakota 


.06 


.03 


.11 


.01 


Ohio 


.04 


.02 


.06 


.00. 


Oklahoma 


N.A. 


N.A. 


N.A. 


N.A. 


Oregon 


N.A. 


N.A. 


N.A. 


N.A. 


Pennsylvania 


51.91 


17.10 


74. 88 


23.79 


Rhode Island 


35.07 


32.07 


134.29 


3.74 


South Carolina 


56.68 


44.92 


132.80 


16.18 


South Dakota 


N.A. 


N.A. 


N.A. 


N.A. 


Texas 


3.25 


N.A. 


3.25 


3.25 


Utah 


99.62 


183.14 


472.13 


5.34 


Vermont 


17.32 


11.94 


38.05 


3.80 


Virginia 


.02 


.02 


.05 


.00 


West Virginia 


501.36 


384.44 


1292.88 


64.40 


Wisconsin 


.04 


.07 


.28 


.00 


Wyoming 


.04 


.02 


.08 


.10 
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Table 17 shows median value of per pupil grants ac- 
cording to wealth categories for those states which had grant 
programs in 1971-72 and 1975-76. 

TABLE 17. MEDIAN VALUE OF PER PUPIL STATE GRANTS 



State 



Low Wealth Medium Wealth 
Districts Districts 



High Wealth 
Districts 



Alabama 


$ o 


$ 


$ 


Alaska 


10 


65 





Connecticut 


32 


31 


68 


Delaware 


38 








Georgia 











Illinois 


1 








Indiana 


38 


38 


38 


Kentucky 


68 


66 


67 


Maine 


50 


12 


28 


Maryland 


138 


27 


382 


Mississippi 


24 


15 





New Hampshire 


47 


27 


24 


New Mexico 











New York 


42 


38 





Pennsylvania 


44 


52 


58 


Rhode Island 


32 


44 


17 


South Carolina 





28 


26 


Utah 





10 





Vermont 


11 


18 


4 



No systematic relationship to district wealth status 
is apparent. 

Tables 18 and 19 show usage of reported state grants 
as indicated by responding districts. Fourteen of the 
states report that 50 percent or more of the grant is used 
for debt service, while nine report that more than half goes 
for capital outlay* 
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TABLE 18, PERCENTAGE OF STATE ENTITLEMENTS FOR CAPITAL OUTLAY, 
1974-1975 SCHOOL YEAR 





AVERAGE 


STANDARD 


MAXIMUM 


MINIMUM 






DEVIATION 






ALABAMA 


.90 





,90 


.90 


ALASKA 


.56 


,43 


,90 


.07 


ARIZONA 


,90 





,90 


,90 


ARKANSAS 


N.A. 


N.A, 


N,A. 


N.A. 


CALIFORNIA 


.90 





.90 


.90 


COLORADO 


N.A. 


N.A, 


N.A, 


N, A, 


CONNECTICUT 


,6*;) 


,38 


,90 


.02 


DELAWARE 


,29 


,40 


.90 


,09 


GEORGIA 


.90 





,90 


,90 


IDAHO 


N, A + 


N, A . 


N,A, 


N.A. 


ILLINOIS 


.09 





.09 


,09 


INDIANA 


,11 


,07 


.32 


,09 


IOWA 


N.A. 


N.A . 


N.A* 


N.A, 


KANSAS 


N.A, 


N.A* 


N,A. 


N.A. 


KENTUCKY 


, 32 


.32 


,96 


,03 


-.OUISIANA 


N,A* 


N.A, 


N.A. 


N.rt, 


MAINE 


, 12 


,08 


,29 


,09 


MARYLAND 


,71 


,38 


.99 


,0(3 


MINNESOTA 


N.A. 


N.A. 


N.A. 


N.A* 


MISSISSIPPI 


,90 





,90 


,90 


MISSOURI 


N.A, 


N.A. 


N , A. 


N + A, 


MONTANA 


N.A, 


N, A, 


N.A, 


N.A, 


NEBRASKA 


N.A, 


N,A, 


N.A* 


N.A. 


NEVADA 


N,A; 


N, A* 


N.A, 


N.A. 


N HAMPSHIRE 


,09 





,09 


,09 


N MEXICO 


,90 





,90 


,90 


NEW YORK 


#36 


,47 


.90 


,09 


N DAKOTA 


N.A, 


N.A, 


N.A. 


N,A, 


OHIO 


N.A, 


N.A, 


N.A. 


N,A. 


OKLAHOMA 


N.A, 


N.A, 


N.A. 


N,A. 


OREGON 


N.A. 


N.A, 


N.A. 


N.A, 


PENNSYLVANIA 


,09 





.09 


,09 


RHODE ISLAND 


.09 





.09 


,09 


S CAROLINA 


.79 


,31 


.92 


.09 


S DAKOTA 


N.A. 


^J A 


N.A. 


N.A. 


TEXAS 


,09 


f\l A 


.09 


,09 


UTAH 


,90 





.90 


,90 


VERMONT 


,09 





.09 


,09 


VIRGINIA 


N.A. 


N.A, 


N.A, 


N,A. 


W VIRGINIA 


* 90 





.90 


,90 


JISCONSIN 


N.A, 


N.A, 


N.A. 


N.A. 


'YOKING 


N.A, 


N.A. 


N.A. 


N.A. 












1 


m l ' 











TABLE 19. PERCENTAGE OF STATE ENTITLEMENTS FOR DEBT SERVICE, 
1974-1975 SCHOOL YEAR 
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AVERAGE 


STANDARD 
DEVIATION 


MAXIMUM 


MINIMUM 


ALABAMA 


N.A, 


N.A, 


N.A, 


N.A, 


ALASKA 


.50 


.28 


.70 


* 30 


ARIZONA 


N.A, 


N.A. 


N.A, 


N.A, 


ARKANSAS 


N.A, 


N*A. 


N.A. 


N.A* 


CALIFORNIA 


N.A. 


N.A. 


N.A, 


N.A* 


COLORADO 


N , A . 


N.A. 


N.A. 


N,A, 


CONNECTICUT 


. 30 


N.A. 


.30 


.30 


DELAWARE 


,90 





.90 


,90 


GEORGIA 


N.A, 


N.A. 


N.A. 


N.A, 


IDAHO 


N.A. 


N.A. 


N.A. 


N.A, 


ILLINOIS 


.90 





.90 


.90 


INDIANA 


.88 


.06 


,90 


.70 


IOWA 


N.A. 


N.A. 


N.A. 


N.A. 


KANSAS 


N.A. 


N.A. 


N.A. 


N.A* 


KENTUCKY 


.37 


.23 


.90 


,10 


LOUISIANA 


N.A, 


N.A. 


N.A. 


N.A. 


MAINE 


.89 


.04 


.90 


,BO 


MARYLAND 


.90 


N.A. 


.90 


,90 


MINNESOTA 


N.A. 


N.A. 


N.A, 


N.A. 


MISSISSIPPI 


N.A, 


N.A. 


N.A* 


N.A, 


MISSOURI 


N.A. 


N.A. 


N.A* 


N.A. 


MONTANA 


N.A. 


N.A. 


N.A* 


N.A* 


NEBRASKA 


N*A, 


N.A. 


N.A, 


N.A. 


NEVADA 


N.A, 


N.A. 


N.A. 


N.A. 


N HAMPSHIRE 


.90 


.00 


.90 


,90 


N MEXICO 


N.A. 


N.A, 


N.A, 


N.A, 


NEW YORK 


.90 





,90 


,90 


N DAKOTA 


N.A. 


N.A, 


N.A. 


N.A, 


OHIO 


N.A. 


N.A. 


N.A, 


N.A. 


OKLAHOMA 


N.A. 


N.A. 


N.A. 


N.A, 


ORE130N 


N.A. 


N.A. 


N.A. 


N.A, 


PENNSYLVANIA 


.90 





+ 90 


.90 


RHODE ISLAND 


.90 


.00 


.90 


.90 


S CAROLINA 


.10 





,10 


.10 


S DAKOTA 


N.A. 


N + A 


N,A. 


N.A, 


TEXAS 


.90 


N.A* 


.90 


.90 


UTAH 


N.A* 


N*A. 


N.A, 


N.A. 


VERMONT 


.90 





.90 


.90 


VIRGINIA 


N.A. 


N.A. 


N*A, 


N, A. 


U VIRGINIA 


N.A. 


N.A, 


N.A. 


N + A, 


WISCONSIN 


N.A. 


N.A. 


N.A. 


N.A. 


WYOMING 


N.A,- 


N.A. 


N.A, 


NtA* 
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Ratio of Effective Tax Rates, for Debt Service 
to Effective a& Rates, for All School Purposes. 



Tables 20 and 21 show the relationships for each state 
for ETR for Debt Service compared to ETR for all school pur- 
poses. Included in all school purposes are necessary local 
revenues for current operation and for building reserve funds, 



TABLE 20. MEDIAN VALUE OP RATIO OF EFFECTIVE TAX RATE FOR 
DEBT SERVICE TO EFFECTIVE TAX RATES FOR ALL SCHOOL 
PURPOSES FOR STATES WITH GRANTS FOR CAPITAL OUTLAY/DEBT 
SERVICE 



State Low Wealth Medium Wealth High Wealth 

Districts Districts Districts 



Alabama 


.298 


.154 


NA 


Alaska 


.268 


NA 


.319 


Connecticut 


.056 


.105 


.072 


Delaware 


.346 


.184 


.152 


Georgia 


.062 


.062 


.130 


Illinois 


.135 


.161 


.132 


Indiana 


.065 


.114 


.117 


Kentucky 


.043 


.105 


.063 


Maine 


NA 


.020 


NA 


Maryland 


NA 


.070 


,046 


Mississippi 


.118 


.069 


.052 


New Hampshire 


.095 


.058 


.095 


New Mexico 


.283 


.397 


.517 


New York 


.093 


.082 


.056 


Pennsylvania 


.093 


.220 


.101 


Rhode Island 


.100 


.087 


.078 


South Carolina 


.029 


.128 


.189 


Utah 


.235 


.219 


.078 


Vermont 


.056 


.067 


.069 



In seven of 16 grant states for which adequate data 
were available, low wealth districts had a higher ratio of 
debt service ETR to ETR for all school purposes than medium 
wealth districts. In ten of the 16 states, medium wealth 
districts had a larger ratio than high wealth districts. 
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Table 21 shows the data for states without grant pro- 
grams* In 11 of the 22 states, the ratio was greater for low 
wealth districts than for the medium wealth category and also 
in 11 of the states the ratio was larger for medium wealth 
districts than for the high wealth category. 



TABLE 21. MEDIAN VALUE OF EFFECTIVE TAX RATES FOR DEBT 
SERVICE TO EFFECTIVE TAX RATES FOR ALL SCHOOL PURPOSES 
FOR STATES WITH NO CAPITAL OUTLAY/DEBT SERVICE GRANTS 



State Low Wealth Medium Wealth High Wealth 

Districts Districts Districts 



Arizona 


.128 


.374 


.194 


Arkansas 


.609 


.669 


.617 


California 


.166 


.067 


.082 


Colorado 


.143 


.149 


.103 


Idaho 


.203 


.111 


.207 


Iowa 


.102 


.124 


.143 


Kansas 


.097 


.145 


.080 


Louisiana 


.314 


.346 


.331 


Minnesota 


.090 


.186 


.138 


Missouri 


.057 


.112 


.081 


Montana 


.100 


.057 


.097 


Nebraska 


.182 


.074 


.141 


Nevada 


NA 


.576 


.055 


North Dakota 


.207 


.190 


.136 


Ohio 


.052 


.089 


.132 


Oklahoma 


.129 


.072 


NA 


Oregon 


.069 


.062 


.075 


South Dakota 


.076 


.048 


.319 


Texas 


.213 


.277 


.188 


Virginia 


.108 


.044 


.102 


West Virginia 


.170 


.148 


,0"61 


Wisconsin 


.136 


.140 


.123 


Wyoming 


.133 


.079 


.094 



The data in these two tables do not point toward any 
apparent relationship between wealth and the ratio of effort 
exerted for debt service as a part of total tax effort. State 
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aid for current operation, presence or absence of reserve 
funds, and the level of effort for debt service are factors 
which may be operative in differing directions and thus may 
prevent any pattern to be obvious. 

Effective Tax Rates for Capital 
Reserve Funds 

Tables 22 and 23 show median values, by district 
wealth groupings, for Effective Tax Rates for Capital Reserve 
Funds. 



TABLE 22. MEDIAN VALUE OF EFFECTIVE PROPERTY TAX RATES FOR 
CAPITAL RESERVE FUNDS FOR STATES WITH GRANTS FOR CAPITAL 
OUTLAY/DEBT SERVICE 



State 



Low Wealth 
Districts 



Medium Wealth 

Districts 



High Wealth 
Districts 



Alabama 


NA 


.0003 


NA 


Alaska 


NA 


.0016 


.0018 


Connecticut 


NA 


NA 


NA 


Delaware 


NA 


NA 


NA 


Georgia 


NA 


NA 


NA 


Illinois 


NA 


NA 


NA 


Indiana 


.0038 


.0016 


.0019 


Kentucky 


NA 


.0007 


NA 


Maine 


NA 


NA 


NA 


Maryland 


NA 


NA 


.0001 


Mississippi 


.0002 


.0001 


NA 


New Hampshire 


NA 


NA 


NA 


New Mexico 


NA 


NA 


NA 


New York 


NA 


NA 


NA 


Pennsylvania 


NA 


NA 


NA 


Rhode Island 


NA 


NA 


NA 


South Carolina 


NA 


NA 


NA 


Utah 


.0007 


.0006 


.0010 


Vermont 


.0159 


NA 


NA 
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TABLE 23. MEDIAN VALUE OF EFFECTIVE PROPERTY TAX RATES FOR 
CAPITAL RESERVE FUNDS FOR STATES WITH NO GRANTS FOR 
CAPITAL OUTLAY/DEBT SERVICE 



State 



Low Wealth 
Districts 



Medium Wealth 
Districts 



High Wealth 
Districts 



Arizona 


NA 


NA 


.0011 


Arkansas 


NA 


NA 


NA 


California 


NA 


NA 


NA 


Colorado 


.0011 


.0011 


.0008 


Idaho 


.0014 


.0005 


NA 


Iowa 


.0007 


.0006 


.0004 


Kansas 


.0004 


NA 


.0001 


Louisiana 


NA 


NA 


NA 


Minnesota 


NA 


NA 


NA 


Missouri 


NA 


NA 


NA 


Montana 


NA 


NA 


NA 


Nebraska 


.0014 


.0014 


.0014 


Nevada 


NA 


NA 


NA 


North Dakota 


.0020 


.0017 


NA 


Ohio 


NA 


NA 


NA 


Oklahoma 


.0008 


.0004 


NA 


Oregon 


NA 


NA 


NA 


South Dakota 


NA 


NA 


.0018 


Texas 


NA 


NA 


NA 


Virginia 


NA 


NA 


NA 


West Virginia 


NA 


NA 


NA 


Wisconsin 


NA 


NA 


NA 


Wyoming 


NA 


NA 


NA 



The symbol "NA" is used to denote both lack of exis- 
tence of such programs as well as to indicate situations 
where a calculated median value would be totally irrelevant - 
such as when three of the districts in a wealth category did 
not collect such funds but two others in the category did. 
It can be seen that this method of financing is not extremely 
popular since the data show that only 17 of the 42 states in 
the population utilized such rates to the extent that meaning- 
ful data were available. 
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Per Pupil Debt Potential 

Tables 24 and 25 show- median value of per pupil debt 
potential by wealth categories. This variable was calculated 
by deducting existing per pupil debt from legally possible per 
pupil debt* In several cases, districts already had outstand- 
ing debt which was greater than the stipulated legal maximum 
amount - this was usually accomplished by state loans, debt 
incurred by another governmental unit for the benefit of the 
school district, or by leases with public authorities or 
lease-purchase agreements with private agencies. Such nega- 
tive balances are indicated by parentheses bracketing the 
amount. 



TABLE 24. MEDIAN VALUES OF PER PUPIL DEBT POTENTIAL FOR 
STATES WITH GRANTS FOR CAPITAL OUTLAY/DEBT SERVICE 



State 


Low Wealth 
Districts 


Medium Wealth 
Districts 


High Wealth 
Districts 


Alabama 


$(896) 


$(121) 


$(329) 


Alaska 


860 


2247 


4138 


Connecticut 


(347) 


(1397) 


(1152) 


Delaware 


536 


1862 


3906 


Georgia 


1194 


1930 


1429 


Illinois 


1554 


2177 


1712 


Indiana 


(774) 


(1135) 


(1590) 


Kentucky 


(893) 


(688) 


(908) 


Maine 


2483 


5455 


3310 


Maryland 


541 


(257) 


(562) 


Mississippi 


567 


896 


2234 


New Hampshire 


1553 


2379 


2627 


New Mexico 


54 


145 


1263 


New York 


1207 


(255) 


(1304) 


Pennsylvania 


(2507) 


(127) 


(1734) 


Rhode Island 


(666) 


(143) 


192 


South Carolina 


142 


192 


333 


Utah 


330 


311 


2223 


Vermont 


(338) 


153 


1332 
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TABLE 25. MEDIAN VALUES OF PER PUPIL DEBT POTENTIAL FOR 
STATES WITH NO GRANTS FOR CAPITAL OUTLAY/DEBT SERVICE 



State 



Low Wealth 
Districts 



Medium Wealth 
Districts 



High Wealth 
Districts 



Arizona 


$ 854 


5 345 


$1880 


Arkansas 


47 


279 


704 


California 


393 


1449 


2160 


Colorado 


1496 


1331 


4338 


Idaho 


526 


1477 


1006 


Iowa 


97 


(228) 


1 


Kansas 


121 


(113) 


803 


Louisiana 


97 


1264 


2152 


Minnesota 


NA 


NA 


(1111) 


Missouri 


167 


851 


1095 


Montana 


1486 


1633 


5175 


Nebraska 


(276) 


1420 


1580 


Nevada 


873 


3412 


6170 


North Dakota 


34 


(171) 


625 


Ohio 


1777 


908 


1895 


Oklahoma 


264 


355 


767 


Oregon 


3878 


4787 


6067 


South Dakota 


519 


1431 


1788 


Texas 


712 


1868 


2384 


Virginia 


798 


4835 


4135 


West Virginia 


243 


1053 


1244 


Wisconsin 


3276 


4365 


6451 


Wyoming 


205 


1008 


2172 



For the 19 states with grant programs , 14 showed higher 
debt potential median values for medium wealth districts than 
for low wealth districts. For the non-granting states, com- 
parable figures were 16 of 22, Comparison of the high wealth 
to medium wealth categories showed that for ten of the 19 
grant states, median values" were greater for the high wealth 
group. For the non-granting states, the comparable figures 
were 20 of 22. 
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Moody Ratings and District Wealth Categories 

Tables 26 and 27 show median Moody ratings according 
to district wealth categories. The rating scheme utilized 
was NR for no rating, then Ba, Baa, Baa-1, A, A-l, AA, and 
AAA, in ascending order. 

Reasons for no rating vary. In many cases, lack of a 
recent trip to the bond market is the cause. In other cases, 
failure to acquire a rating may be due to small issue size, 
fear of a low rating if application is made, or custom and 
tradition. In the analysis below, NR was treated as a lower 
rating than Baa for the sake of convenience. 



TABLE 26. MEDIAN MOODY RATINGS FOR DISTRICTS IN STATES 
WITH GRANTS FOR CAPITAL OUTLAY/DEBT SERVICE 



State 


Low Wealth 
Districts 


Medium Wealth 
Districts 


High Wealth 
Districts 


Alabama 


NR 


NR 


Baa-1 


Alaska 


NR 


NR 


NR 


Connecticut 


A 


A 


NR 


Delaware 


A 


A 


A 


Georgia 


Baa 


NR 


Baa-1 


Illinois 


Baa-1 


A 


A-l 


Indiana 


NR 


Baa 


A 


Kentucky 


NR 


NR 


Baa 


Maine 


A 


NR 


A-l 


Maryland 


A 


A-l 


AA 


Mississippi 


NR 


NR 


NR 


New Hampshire 


A 


A 


A-l 


New Mexico 


A 


A 


A 


New York 


A 


Baa 


A-l 


Pennsylvania 


A 


Baa 


A 


Rhode Island 


A 


A-l 


A 


South Carolina 


NR 


A 


A 


Utah 


A-l 


A-l 


A-l 


Vermont 


NR 


NR 


A 
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For states with grant programs , five had lower Moody 
ratings for the low wealth district category than for the 
medium wealth group. The high wealth group, in 11 of 19 
states, had higher Moody ratings than the medium wealth group. 
In several states (Delaware, New Mexico, and Utah) , the median 
assigned rating was identical for all wealth categories. Only 
for Illinois and Maryland were ratings progressively higher 
in accordance with wealth categories. 

TABLE 27. MEDIAN MOODY RATINGS IN STATES WITH NO GRANTS 
FOR CAPITAL OUTLAY/DEBT SERVICE 

State Low Wealth Medium Wealth High Wealth 

Districts Districts Districts 



Arizona 


Baa-1 


A 


A-l 


Arkansas 


NR 


NR 


NR 


California 


Baa-1 


A-l 


A 


Colorado 


A 


NR 


A 


Idaho 


A 


A 


NR 


Iowa 


AA 


A 


A 


Kansas 


A-l 


A-l 


A 


Louisiana 


Baa-1 


Baa-1 


A 


Minnesota 


Baa-1 


Baa 


AA 


Missouri 


NR 


A 


AA 


Montana 


NR 


NR 


NR 


Nebraska 


NR 


A-l 


A 


Nevada 


A 


A 


NR 


North Dakota 


A 


A 


A 


Ohio 


NR 


A 


A 


Oklahoma 


NR 


NR 


A-l 


Oregon 


A 


A 


A-l 


South Dakota 


A 


A-l 


A 


Texas 


Baa 


A 


A-l 


Virginia 


NR 


A-l 


AA 


West Virginia 


NR 


A 


NR 


Wisconsin 


A 


A 


AA 


Wyoming 


A-l 


A 


A-l 
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For the 23 states without grant programs, the number 
with higher ratings from the medium wealth district category 
compared to low wealth category was nine. For 11 of the 
states, the rating was higher for the high wealth category 
than for the medium wealth category. 

For the non-granting states, 18 of the 23 high wealth 
categories had A or better median ratings. Of the 19 grant- 
ing states, 13 of the high wealth groups had A ratings or 
better. 

Summary of Individual State Data 

These general observations can be made from the data 
on individual states: 

1. The amount of per pupil debt is not consistently 
related to district wealth status, but high and medium wealth 
districts tend to have higher per pupil debt than poorer dis- 
tricts. Amount of debt is probably more related to ability 
to incur debt than to sheer need for facilities. Inspection 
of the data does not reveal a tendency for grant states to 
differ markedly from non-grant states in per pupil debt. 

2. Per pupil debt service costs also tended to be 
higher as district wealth increased and this pattern was 
similar for both groups of states - those with grant programs 
for debt service or capital outlay and those with no grant 
programs. It is likely that ability to service debt, rather 
than need for debt service, is the major determinant of the 
magnitude of this variable. 
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3. Effective tax rates for debt service appear to be 
inversely related to district wealth status for both groups 
of states. The anti-equalizing nature of the methods of fi- 
nancing facilities become evident when this trend is accom- 
panied by the trends for higher wealth districts to have 
greater debt service costs. 

4. No regular relationship exists among states with 
respect to the ratio of debt service costs to current expen- 
ditures. The variable also does not appear to be consistently 
related to district wealth status. 

5. The ratio of Effective Tax Rate for Debt Service 
to Effective Tax Rate for All School Purposes did not appear 
to be related to existence of a state grant program for capi- 
tal outlay or debt service. No consistent relationship to 
district wealth status was apparent from the data. 

6. Data were sketchy on utilization of capital re- 
serve funds. Such funds are not used in several states and 
in others there was not adequate utilization to permit mean- 
ingful analysis. 

7. As expected, higher wealth districts had higher 
per pupil debt potential. Many districts had already incurred 
debt in excess of prescribed legal maximum amounts, probably 
via state loans, leases with authorities, by utilizing bonding 
power of other governmental units, and perhaps other means. 

8. Higher Moody ratings tended to be awarded to high 
wealth districts than to those with low or medium wealth. No 
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apparent differences of consequence were observed between the 
two groups of states. 
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Analysis of Combined Data 
for All Responding Districts 



Several analytical procedures were used to ascertain 
relevant relationships among the variables. Included were 
correlations, differences in values for variables based upon 
division of the districts into two discrete groups/ and 
multiple regression. Recognizing the limitations of measures 
of correlations, in that causation is not necessarily deter- 
mined by the coefficient and the known interrelatedness of 
many of the variables, some interesting observations can 
still be made. 

Total enrollment of the district was strongly corre- 
lated in a positive direction with expenditures for current 
operation, debt principal, interest, total debt, local tax 
receipts, assessed valuation, and full valuation of property. 
Other statistically significant, but not strong, positive re- 
lationships with total enrollment were Moody rating and per 
pupil reserve fund receipts. Total current expenditures had 
almost identical relationships as total enrollment with each 
of the other variables, as would be expected. 

The interesting correlations among such computed vari- 
ables as those based on burden or effort, per pupil, effec- 
tive tax rates, the ratios, Moody ratings, and state partici- 
pation led to further analyses. These are presented next. 

Per Pupil School Building Debt. For 468 districts 
where debt was present, its mean value was $784, median was 
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$597 and standard deviation was $693. In addition, 52 dis- 
tricts reported no school building debt. 

Relevant correlations with per pupil debt were: 



Significance 



N 


Pearson r 


Level 


462 


.4400 


.001 


148 


.3225 


.001 


449 


.3143 


.001 


447 


.1539 


.001 


468 


-.1021 


.014 



Variable 
Per Pupil Debt Service Costs 

Per Pupil Local Reserve Fund 
Tax Receipts 

Per Pupil Current Expenditures 

Per Pupil Local Operation Tax 
Receipts 

Per Pupil Debt Potential 



Several expected significant correlations did not ma- 
terialize. Effective Tax Rate for Debt Service, Full Valua- 
tion Per Pupil, and presence or absence of State Loan Pro- 
grams were not highly correlated with per pupil debt. 

Except for Per Pupil Debt Service Costs, none of the 
correlations was exceptionally strong. Current expenditures , 
reserve fund tax receipts, and tax receipts for operations do 
indicate willingness and/or necessity to raise funds, and it 
may be that districts with propensity to spend for other 
school purposes are inclined also to assume debt for facili- 
ties. It is also possible that districts needing to incur 
debt also need to use reserve funds to satisfy school build- 
ing needs. 
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When the districts were divided into two discrete 
groups on the bases of mean or median values of several vari* 
ables, some different relationships with per pupil debt 
emerged. These are shown in the table below. 



Variable Used to Divide into 
Two Groups 


Per Pupil 
School Building Debt 


Probability 


Group 1 Group 2 
Mean S.D. Mean S.D. 


Median District Enrollment 


$ 810 $673 757 $714 


.411 


Median Total Current Expenditures 


858 756 710 620 


.023 


Median Full Valuation Per Pupil 


843 694 738 695 


.104 


Mean Full Valuation Per Pupil 


1000 804 738 657 


.005 


Moody Rating (A) 


841 692 946 714 


.356 


Existence of State Loan Program 


733 575 800 728 


.308 


State Grant Received 


891 781 736 646 


.036 


State Grant Used for Debt Service 


1001 838 999 783 


.991 



Per pupil debt was greater in districts with larger 
enrollment, but not significantly. The standard deviation 
for both groups indicates the wide range in the necessity 
and/or the willingness to incur debt. 

Districts spending above the median had much higher 
per pupil debt load than those below the median, and the 
probability level of a real difference between the mean 
values was quite high. 
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When the relationship of full valuation per pupil was 
considered, findings were quite different when groups were 
divided on the median or mean value. Districts with above 
median ability had only slightly more per pupil debt than 
those below. Division into groups on the basis of mean full 
valuation per pupil showed that high ability districts had 
substantially more per pupil debt load ($1000 vs. $738). Ap- 
parently a small number of low enrollment and high ability 
districts also had incurred a large amount of debt. (Mean 
full valuation per pupil = $68,681; median = $48,880) 

Moody rating mean value was 4.344 with A = 4 and Al = 
5. Districts with rating of A or better had per pupil debt 
of $841 while districts with a Moody rating of less than A 
had per pupil debt of $946. This finding is in keeping with 
stated criteria of the rating agency. 

Where a state loan program was in existence per pupil 
debt tended to be less than where such programs were absent. 
Explanation for such a finding is difficult unless state loan 
programs tend to exist where debt limitations are extremely 
restrictive. 

Where a state grant was received, debt per pupil was 
substantially higher than for states where such programs were 
absent. 

The third statistical technique used was multiple re- 
gression. This technique was used to eliminate the effects of 
the correlations among the independent variables and to as- 
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certain any unique relationships , and the effect of each of 
the independent variables upon a dependent variable. 

Per pupil school building debt was used as a dependent 
variable and per pupil reserve fund tax receipts, per pupil 
current expenditure, and enrollment were used as independent 
variables in a regression analysis. The first two variables 
were selected because of their relatively high correlations 
with per pupil debt. Enrollment was used because it and 
total expenditures, total debt, and total full valuation cor- 
related so similarly with many of the other variables in the 
correlation matrix. Consequently, it was decided to use en- 
rollment as an independent variable in all of the regressions 

The results of the analysis using per pupil school 
building debt as the dependent variable were: 

Significance 

Independent Change of Each 
Variable Multiple R B in R^ Variable 

Per Pupil Current 

Expenditure . 343 . 118 , 118 .000 

Per Pupil Reserve Fund 

Receipts .387 .149 .032 .022 

Enrollment .391 ,153 .003 .504 

These variables did little to account for per pupil 
debt. The coefficient of determination/ R 2 , for all three 
variables is only .153, or 15.3 percent of the variance in 
school building debt is accounted for by the three indepen- 
dent variables. 
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The conclusions that must be drawn about per pupil 
debt is that it is somewhat random in nature. Its amount 
more nearly relates to effort made for other school purposes 
than to any other variable. The t-tests for differences in 
groups did suggest that higher per pupil valuations were as- 
sociated with higher per pupil debt and that districts re- 
ceiving state grants tended to have higher per pupil debt. 

Per Pupil Debt Service Costs. This variable repre- 
sents one of the major descriptors of burden or effort. For 
the 475 districts responding on questions relative to debt 
service costs, mean value per pupil was $96, median value was 
$71, and standard deviation was $120. Forty-four responding 
districts reported no debt service costs. 

Correlation coefficients greater than .15 and with 
significance levels of .05 or less for relevant variables 
with per pupil debt service costs are: 



Significance 



Variable 

Per Pupil Current Expenditure 
Ratio Debt Service Costs to 

Current Expenditures 
Per Pupil School Building Debt 
Per Pupil Reserve Fund Receipts 
Ratio Local Reserve Fund Re- 
ceipts to Local Receipts for 
All Purposes 
Per Pupil Local Receipts for 

Operation 

State Grant Used for Debt 
Service 



Per pupil current expenditures, per pupil local tax 
reserve fund receipts, and per pupil local tax receipts for 



N 
455 


Pearson r 


Level 


.6935 


.001 


455 
462 
148 


.5827 
.4400 
.3211 


.001 
.001 
.001 


144 


.2326 


.003 


453 


.1884 


.001 


97 


-.1866 


.034 
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operation, along with per pupil school building debt, all 
seem to be measures of burden or effort. The conclusion that 
might be drawn is that districts inclined to spend for cur- 
rent operation are also inclined to acquire more debt per 
pupil and, consequently, have higher debt service costs per 
pupil. The correlations with the two ratios are to be ex- 
pected since per pupil debt service costs and reserve fund 
receipts were numerators of the fractions used to calculate 
the ratios. 

While not an exceptionally strong relationship, the 
direction of the relationship for districts using most of the 
state grant for debt service purposes is not as expected. 
Debt service costs are comprised of principal and interest 
payments on bonds, lease-rentals, and repayment of state 
loans. Presumption that state aid for debt service might in- 
crease propensity to incur those expenses is not illogical. 

Pull valuation per pupil, receipt of state grants, and 
existence of state loan programs had only extremely weak cor- 
relations with per pupil debt service expenditures, 

Division of the districts into discrete groups and 
evaluation of differences in group means revealed some other 
relationships. 
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Variable Used to Divide into 
Two Groups 


Debt 


Per Pupil 
Service Costs 


Probability 


Group 1 
Mean S.D. 


Group 
Mean S 


2 
.D. 


Mean Full Valuation Per Pupil 


$127 


$113 


$ 89 $122 


.005 


Median Full Valuation Per Pupil 


112 


155 


82 


72 


.008 


Median Total Current Expenditures 


108 


151 


80 


60 


.008 


Moody Rating (above and below "A") 


107 


138 


90 


53 


.130 


Median District Enrollment 


102 


145 


89 


86 


.252 


Existence of State Loan Programs 


89 


86 


98 


129 


.369 


State Grant Used for Debt Service 


105 


61 


127 


184 


.652 


Receipt of State Grant 


94 


82 


96 


133 


.841 



Whether based upon median or mean full valuation per pupil, 
above average ability districts tended to have significantly 
more debt service per pupil than those with less than average 
wealth. A strong positive relationship between current ex- 
penditures and per pupil debt service expenditures also is 
obvious. Evidence that debt load and consequent debt service 
are really functions of ability and willingness to spend for 
schools keeps recurring in the data of this study. 

Districts with Moody rating of "A" or above had higher 
debt service costs per pupil even though debt per pupil was 
less. This contradiction might be explained by the inclina- 
tion of fiscally weak school districts, which would tend to 
be rated on the lower end of the rating scale/ to spread out 
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repayment of debt over longer time frames than more able or 
willing districts which might pursue more aggressive debt re- 
tirement schedules. 

Districts with larger than median enrollments had 
slightly higher mean debt service charges, but the difference 
was not strongly significant. State grant programs and 
state loan programs also failed to be strongly related to 
differences in debt service payments. 

Multiple regression analysis using per pupil debt ser- 
vice costs as the dependent variable with six independent 
variables yielded the following results: 



Multiple R R 2 in R 2 



Significance 
Change of Each 
Variable 



Independent 
Variable 

Full Valuation Per 

Pupil 
Per Pupil Current 

Expenditure 
Per Pupil Operation 

Receipts 
State Grant for Debt 

Service 
Per Pupil Reserve Fund 

Receipts 
Enrollment of District 



R 2 shows that these variables accounted for 88 percent 
of the variance in the dependent variable. 

Full valuation per pupil "explained" 41 percent of the 
variance in per pupil debt service changes. Three measures 
of effort, per pupil currant expenditure, operation receipts, 
and reserve fund receipts, accounted for 18*3, 13.6, and 6.6 



.642 


.412 


.412 


.001 


.771 


.595 


.183 


.009 


,855 


.731 


,136 


.007 


-902 


.814 


.083 


,013 


.938 
-938 


.880 
.881 


.066 
.000 


.009 
.848 
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percent of the variance. Utilization of state grants for 
debt service accounted for the other 8.3 percent of the vari- 
ance explained by this analysis. District enrollment, which 
was used in all the regression analyses, did not add to the 
predictability of the equation. 

Effective Property. Tax Rates for Debt Service. This 
factor combines burden/effort for local debt service receipts 
and ability as measured by full valuation per pupil. Mean 
value of this variable is .0025 (or .25 percent of full value 
of taxable property), median is .001, and standard deviation 
is .0078. 

Relevant and significant correlations with ETRDS were: 



Significance 
Pearson r Level 



440 


.6882 


.001 


440 


.6879 


.001 


144 
82 
428 


.6364 

-.1778 
-.0671 


.001 
.055 
.083 



Variable 

Debt Service Tax Receipts 
Effective Tax Rate for All 

School Purposes 
Effective Tax Rate for Reserve 

Funds 

State Grant Used for Debt Service 
Per Pupil Debt Potential 



The strong correlations with the first two variables 
are to be expected since debt service tax receipts is the 
numerator in the fraction of effective tax rate for debt ser- 
vice and the ETRDS is a large part of the ETR for All School 
Purposes. Effective Tax Rate for Reserve Funds , also strongly 
correlated with ETRDS, is another measure combining burden 
or effort and ability for school building purposes and the 
level of the relationship supports the notion that districts 
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needing facilities will utilize all possible means to raise 
necessary funds. 

Where state grants were used for debt service, the 
negative relationship with ETRDS indicates that their in- 
tended purpose of supplanting local effort was being achieved 
at least in part. The weak negative relationship with per 
pupil debt potential indicates that districts exerting high 
effort as related to ability have diminished potential for 
getting more school building debt. 

Division of responding districts into two groups and 
application of t-tests for significance of differences in 
group means provided some further findings. 



Variable Used to Divide into 
Two Groups 



Effective Tax Rate 
for Debt Service 



Group 1 
Mean S.D. 



Group 2 
Mean S.D* 



Probability 



Mean Full Valuation Per Pupil 

Median Full Valuation Per Pupil 

Receipt of State Grant 

Moody Rating ("A") 

Existence of State Loan 

Use of State Grant for Debt Service 

Median District Enrollment 

Total Current Expenditures 



,0011 .001 .0028 .009 

.0014 .002 .0035 .011 

.0039 .014 .0019 .002 

.0028 ,010 ,0022 .010 

.0022 .002 .0026 .009 

.0042 .013 ,0098 .032 

,0023 .008 .0026 .009 

.0024 .008 .0026 .008 



.000 
.003 
.123 
.377 
.481 
.527 
.664 
,746 
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The most interesting conclusion that can be drawn from 
the above data is that districts with higher full valuation 
per pupil have much lower effective tax rates for debt 
service - group (1) values are about 40 percent of group (2) 
values. This substantiates the general notion that equaliza- 
tion in the financing of school facilities is not being 
achieved. 

State grants for school building purposes did not do 
much equalizing since those districts receiving grants had 
effective tax rates for debt service two times greater than 
those which had no state grant. Existence of state loan pro- 
grams had no relationship to ETRDS. When the bulk of any 
state grant was used for debt service, the effective tax rate 
was less than half of the rate for districts not using such 
grants for that purpose, but the difference was not statis- 
tically significant. 

Differences between the groups divided on the other 
variables were trivial. Size of district was not a factor in 
effective tax rate for debt service. 

Ratio of Effective Tax Rates for Debt Service to Ef- 
fective Tax Rates for All School Purposes. This ratio is 
sensitive to many factors including local ability, local ef- 
fort or burden, and percentage of state support for -current 
operation and for school building purposes. Mean value for 
this variable is .1904, standard deviation is .1957, and 
median is .133. 
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No relevant strong correlations were found with this 
variable, probably because it is sensitive to so many fac- 
tors. Coefficient for debt service tax receipts was .18, for 

Moody rating was -.16, for state grant for construction was 

I 
+.24, for state grant for debt service was -.24, for per 

pupil operation receipts was -.31, and for per pupil reserve^ 

i 

fund receipts was -.15. 

Dividing respondents into discrete groups and use of 
t-tests on differences in means yielded only one substantial 
difference - for use of state grants for debt service - and 
its probability level was only .179. 

Relationship of Debt Service Payments Per Pupil to 
Current Expenditures. An early theory on state support for 
school building purposes held that there was a rather con- 
stant relationship between debt service and current expendi- 
tures. Values of the ratio showing this relationship are: 
mean = .084, standard deviation = .0735, and median = .069. 

Correlation coefficients above .15 for variables with 
this ratio include per pupil debt service costs (.58), per 
capita school building debt (.39), debt principal (.17) and 
interest (,16). Use of state grants for debt service by 96 
districts was associated with a decline in the ratio (r * -.28}. 

Division into two groups on bases of ability, burden 
and other factors yielded little information of consequence. 
As would be expected, high debt districts as a group did have 
higher ratios than low debt districts. The results of the 
t-tests were: 
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Ratio of Effective Tax Rates for Debt Service to Ef- 
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fort or burden, and percentage of state support for 'current 
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No relevant strong correlations were found with this 
variable, probably because it is sensitive to so many fac- 
tors. Coefficient for debt service tax receipts was .18, for 
Moody rating was -.16, for state grant for construction was 
+.24, for state grant for debt service was -.24, for per 

pupil operation receipts was -.31, and for per pupil reserve' 

i 

fund receipts was -.15. 

Dividing respondents into discrete groups and use of 
t-tests on differences in means yielded only one substantial 
difference - for use of state grants for debt service - and 
its probability level was only .179. 

Relationship of Debt Service Payments Per Pupil to 
Current Expenditures. An early theory on state support for 
school building purposes held that there was a rather con- 
stant relationship between debt service and current expendi- 
tures. Values of the ratio showing this relationship are: 
mean * .084, standard deviation = .0735, and median ** .069. 

Correlation coefficients above .15 for variables with 
this ratio include per pupil debt service costs (.58), per 
capita school building debt (.39), debt principal (.17) and 
interest (.16). Use of state grants for debt service by 96 
districts was associated with a decline in the ratio (r = -.28) . 

Division into two groups on bases of ability, burden 
and other factors yielded little information of consequence. 
As would be expected, high debt districts as a group did have 
higher ratios than low debt districts. The results of the 
t-tests were: 
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Variable Used to Divide Into 
Two Groups 


Ratio of 
to Current 


Debt Service 
Expenditures 


Probability 


Group 1 
Mean 5.D. 


Group 2 
Mean S.D, 


Median Total Debt of District 


.1028 .091 


.0667 .044 


.000 


Median Enrollment of District 


.0908 .089 


.0769 .052 


.042 


Receipt of State Grant 


.0923 .069 


.0804 .075 


.100 


Moody Rating ("A.") 


.0915 .085 


.0807 .045 


.184 


State Grant Used for Debt Service 


.0955 .057 


.1333 .126 


.257 


Existence of State Loan 


.0786 .055 


.0860 .079 


.263 


Median Total Current Expenditures 


.0868 .084 


.0811 .061 


.404 


Mean Full Valuation Per Pupil 


.0894 .063 


.0836 .076 


.465 


Median Full Valuation Per Pupil 


.0849 ,067 


.0845 .080 


.950 



Mean values for groups divided on the basis of median 
district enrollment also were significantly different in the 
statistical sense. The group receiving a state grant for 
school building purposes had a higher mean ratio than the 
group with no state grant. When the state grant was used for 
debt service, the ratio was substantially lower than for the 
groups not using the grant in that fashion; but the probabil- 
ity level was not high, perhaps due to the small number of 
districts involved. 

Valuation per pupil had no apparent relationship to 
the ratio. 
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A multiple regression using the ratio as the dependent 
variable with per pupil debt, full valuation per pupil, grant 
used for debt service, and enrollment as independent vari- 
ables yielded a coefficient of determination of only .21616 
with only per pupil debt accounting for more than ten percent 
of the variance. According to the data of this study, the 
ratio is not strongly related to any of the variables except 
those which bear upon the numerator of the fraction - debt 
service. 

Reserve Fund Receipts Per Pupil. Of the 519 school 
districts for which responses were received, only 155 col- 
lected reserve funds. Mean value for those districts was 
$63 per pupil, standard deviation was $92, and median was 
$41. 

This variable was correlated at the .01 significance 
level or better with an extremely high number of other vari- 
ables. Total enrollment, total current expenditures, total 
full valuation, total receipts for operation, total debt, 
total interest, and total principal payments all correlated 
at the .25 level or higher with reserve fund receipts per 
pupil. All of these relationships point toward greater utili- 
zation of reserve funds, based on collections per pupil, by 
the larger districts in the study. 

Other significant correlations, based on per pupil, 
effective tax rates, the ratios, and other factors follow. 



188 



Significance 
N Pearson r Level 



155 



.9287 



.001 



151 


.7095 


.001 


38 


.5463 


.001 


151 


.4998 


.001 


155 


.4663 


.001 


155 


.4532 


.001 


20 


-.4016 


.040 


148 


.3225 


.001 


148 


.3211 


.001 


102 


.1794 


.036 


155 


.1780 


.013 



Variable 

Ratio Reserve Fund Receipts to 

Current Expenditures 
Per Pupil Local Tax Receipts 

for Operation 
Receipt of State Grant 
Per Pupil Current Expenditures 
Effective Tax Rates for Reserve 

Funds 

Ratio ETRRF to ETRASP 
State Grant Used for 

Construction 

Per Pupil School Building Debt 
Per Pupil Debt Service Charges 
Moody Rating 
Debt Potential Per Pupil 



Reserve Funds appear to be strongly related to the 
propensity of districts to spend for operation and to incur 
debt and make the attendent debt service payments. 

The relationships to state grants are particularly 
interesting. Receipt of the grant is highly correlated with 
reserve fund receipts which suggests that districts getting 
state grants also need to make additional effort via the re- 
serve fund method. But when the grant is used for construc- 
tion, the relationship to reserve fund receipts is inverse. 
The small number of districts with reserve funds (155) that 
also receive state grants (38) makes any conclusions about 
the relationships extremely speculative. 

T-tests on differences of means of arbitrarily divided 
groups were largely inconclusive. But when the groups were 
divided on the basis of mean or median Full Valuation Per 
Pupil, the high group in ability tended to raise significantly 
more reserve funds per pupil than the low group. 
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Variable Used to Divide into 
Two Groups 


Reserve Fund 
Receipts Per Pupil 


Probability 


Group 1 
Mean S.D, 


Group 
Mean S 


2 


Median Full Valuation Per Pupil 


$ 86 $125 


$ 46 $ 


51 


.017 


Mean Full Valuation Per Pupil 


133 184 


50 


51 


.033 


Median Total Debt of District 


75 117 


50 


55 


,085 


Median Total Current Expenditure 


69 113 


55 


62 


.328 


Moody Rating ("A") 


70 106 


49 


58 


.352 


Existence of State Loan Program 


84 155 


58 


67 


.366 


Receipt of State Grant 


73 155 


60 


59 


.603 


Median District Enrollment 


66 112 


59 


64 


.640 



The first two variables above are direct reflections of 
ability and both debt and expenditures seem to be primarily 
functions of ability. Moody Rating may also be heavily in- 
fluenced by fiscal capacity and what may be emerging is further 
confirmation that reserve funds are used by districts with the 
capacity and willingness to raise other kinds of school 
funds. 

Effective Property Tax Rates for Reserve Funds. For 
the 155 districts with such funds, mean ETR was .0017, stan- 
dard deviation was ,0040, and median was .001. Several cor- 
relation coefficients in excess of .15 were present. 
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Significance 
N Pearson r. Level 



155 



.6465 



.001 



144 


.6364 


.001 


151 


.4666 


.001 


155 


.4663 


.001 


20 


-.4274 


.030 


155 


.4143 


.001 


151 


.3251 


.110 


151 


.3118 


.001 



Variable 

Effective Tax Rate for All 

School Purposes 
Effective Tax Rate for Debt 

Service 

Per Pupil Current Expenditures 
Per Pupil Reserve Fund Receipts 
State Grant Used for Construction 
Ratio ETRRF to ETRASP 
Ratio Reserve Fund Receipts to 

Current Expenditures 
Per Pupil Operation Receipts 



Reserve Fund Local Tax Receipts (.22) and Local Tax 
Receipts for Operation (.31) also correlated positively with 
ETR for reserve funds. Since reserve fund receipts are in- 
cluded in any variable dealing with all school purposes, 
strong relationships are expected. The strong relationship 
with ETR for debt service has been discussed previously, as 
was the tendency for districts with reserve funds to also 
exert more effort for operation. 

The negative relationship with state grants used for 
construction, based only on 20 districts, points toward less 
need to make high effort for reserve funds if state grants 
are available. 

Examination of the t-tests on group mean differences 
revealed only two relationships with high probability levels. 
Strongest of these was where the groups were split on the 
basis of median Full Valuation Per Pupil. In that case, the 
mean for the high group was .0011 and was nearly twice as 
much, .0021, for the low ability group. The trend was the 
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same when the division was made on the basis of mean Per 
Pupil Full Valuation, but the difference was less pronounced 
(High = .0013, Low .0018) and the probability level was 
only .396. 

The other relationship with a high probability coef- 
ficient occurred when the groups were split on the basis of 
use of most of the state grant received for debt service. In 
that instance, the group using the state grant in this manner 
had an extremely high effective tax rate (.0043) as compared 
to an ETR of .0008 for the group using most of the state 
grant for construction. 

Ratio of Effective Property Tax Rates for Reserve 
Funds tp_ Effective Tax Rates for All School Purposes. This 
ratio was computed for 155 districts. Mean value was .114, 
or ETK for reserve funds was 11.4 percent of ETR for all 
school purposes. Median value was .083, and standard devi- 
ation was .122. 

Correlation coefficients of .15 or better with this 
ratio are shown below. 

Significance 
Variable N Pearson r Level 

Per Pupil Reserve Fund Receipts 155 .4532 .001 

ETR Reserve Funds 155 ,4143 .001 
Ratio Reserve Funds to Current 

Expenditures 151 .3975 .001 

Per Pupil Current Expenditures 151 .3867 .001 

Per Pupil School Building Debt 148 .2178 .004 
Per Pupil Local Tax Receipts 

for Operation 151 -,1750 .016 

Moody Rating ("A") 102 -.1735 .041 
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Each of the first five variables above is interrelated 
with the factors used to compute the ratio. The Moody rating 
relationship is too weak to ponder reasons for its direction. 

Division of districts into groups revealed no differ- 
ences in group means with a probability level of greater than 
.310 and only in one case, where one group had nine dis- 
tricts, was there any great apparent difference in means. 

Relationship of Per Pupil Reserve Fund Receipts t Per 
Pupil Current Expenditures . The mean value for this variable 
was .0512 for 151 cases. Median was .039 and standard devi- 
ation was .0551. This variable was correlated at the .15 
level or higher with 21 other variables. Only those which 
cannot be traced directly to reserve funds or current expen- 
ditures will be discussed here. 



Significance 
N Pearson r Level 



38 


.5279 


.001 


20 


-.4510 


.023 


144 


.4022 


.001 


144 


.2595 


.001 


144 


.2326 


.003 


99 


.1782 


.039 


151 


.1760 


.015 



Variable 

Receipt of State Grant 

State Grant Used for Construction 

Total Debt of District 

Per Pupil School Building Debt 

Per Pupil Debt Service Charges 

Moody Rating {"A") 

Existence of State Loan Program 



Number of cases where reserve funds were collected 
and state grant was received was only 38; but for those, re- 
ceipt of state grant was strongly related to the ratio. When 
the grant was used for construction, the relationship was in- 
verse, perhaps indicating that presence of such 'grants mini- 
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ratio to be smaller. The other correlations reflect other 
effort or burden indicators. 

Division into groups to test for differences in group 
means was not particularly productive for this variable. The 
only differences in group means with high probability coef- 
ficients were on the bases of median and mean Full Valuation 
Per Pupil. The ratio was substantially higher for the more 
able group indicating again that districts with more capacity 
make more effort to obtain school building funds by the re- 
serve fund device. 

Debt Potential Per Pupil. This variable was computed 
by multiplying assessed valuation by the appropriate percent- 
age debt limit, subtracting existing debt, and dividing by 
enrollment. It is recognized that some states now relate 
debt limits to receipts or some other measure in lieu of 
property valuation. Mean value of this variable was $1557, 
standard deviation was $3,135, and median was $873. In 
states where limits are unduly restrictive, state loan pro- 
grams or lease-rental arrangements are used to circumvent 
these restrictions. Thus, a given district may show a nega- 
tive amount of debt potential. 

Relevant correlations with debt potential include: 

Significance 
Variable N^ Pearson r Level 

Receipt of State Grant 145 .8007 .001 

Debt Limit 449 .3033 .001 

Existence of State Loan 500 .2637 .001 

Per Pupil Current Expenditure 474 .2009 .001 

Per Pupil Operation Receipts 471 ,1832 .001 

Per Pupil Reserve Fund Receipts 155 .1780 .013 
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Presence of state grant programs, for recipient dis- 
tricts, was so strongly associated with amount of debt po- 
tential that one might conclude that need was being addressed 
by the grant programs in that raw capacity to borrow money 
was enhanced by the existence of grants. Existence of a 
state loan program also was correlated in the expected direc- 
tion but the coefficient is comparatively weak. 

Division into discrete groups for testing differences 
in group means gave findings related to state grants which 
were different than what would be expected from the correla- 
tions. 



Variable Used to Divide into 
Two Groups 



Per Pupil Debt 
Potential 



Group 1 
Median S ,D . 



Group 2 
Median S.D, 



Probability 



Median Full Valuation Per Pupil 
Mean Full Valuation Per Pupil 
Receipt of State Grant 
Total Debt of District 
Median District Enrollment 
Existence of State Loan Program 
Total Current Expenditures 



$2,523 $3,949 $ 591 $1,391 

3,479 4,188 1,071 2,569 

893 3,543 1,828 2,914 

1,104 3,001 1,738 3,081 

1,394 2,947 1,723 3,314 

1,863 4,197 1,461 2,716 

1,431 2,994 1,600 3,333 



.000 
,000 
.005 
.025 
.241 
.326 
.563 



High ability districts/ as measured by mean or median 
Full Valuation Per Pupil, had substantially more debt poten- 
tial than low ability districts. Since debt limitations are 
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related to ability measures, this is to be expected but the 
magnitude of the differences between means is surprising 
since it was previously shown that high ability districts 
had higher per pupil debt. 

While the correlation between amount of state grants 
received with debt potential was very high, the group of 
districts with no state grants had about twice the amount of 
debt potential as the other group. Grants may be flowing to 
the needy districts, or grant programs may exist where debt 
restrictions are severe. 

Multiple regression, using Per Pupil Debt Potential as 
the dependent variable, was not conclusive. Pull Valuation 
Per Pupil accounted for 8.5 percent of the variance but En- 
rollment, State Grant, Per Pupil Current Expenditure, and 
Moody Rating together accounted for only 2,5 percent more. 

Per Pupil State Entitlements . Mean value for 146 
cases was $127, median was $38, and standard deviation was 
$426. Grants typically are based on some measure of ap- 
proved project cost at the time a building is constructed or 
are uniform annual amounts per pupil. In this study, 98 of 
the districts used an average of 87 percent of the grant for 
debt service while the other 64 districts used 85 percent of 
their grants for construction. 

Strong correlations with state grants per pupil were 
observed for debt potential per pupil (.8004) and Existence 
of State Loan Programs. 
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None of the t-tests for differences of group means 
achieved high probability levels. The relationships are as 
follows : 



Variable Used to Divide into 
Two Groups 


State Entitlements 
Per Pupil 


Probability 


Group 1 
Mean S.D. 


Group 
Mean S 


2 
.D. 


Existence of State Loan Program 


$324 $914 


$ 79 $113 


.160 


Median Full Valuation Per Pupil 


174 599 


75 


108 


.185 


Median Total District Debt 


164 544 


80 


184 


.191 


Median Current Expenditures 


157 574 


92 


182 


.359 


Median Total Enrollment 


154 560 


98 


186 


.404 


Mean Full Valuation Per Pupil 


108 137 124 


452 


.762 



For those 20 districts that received a state grant in 
a state which also had a loan program, the amount of the per 
pupil grant was substantially higher than for districts in 
states with no loan program. Based on median Full Valuation 
Per Pupil, the grant was much higher for the more able dis- 
tricts but the reverse was true when the division of groups 
was based on mean full valuation. Districts with high total 
debt received higher per pupil grants than those with less 
than median debt, but the probability level is low for that 
relationship, 

Moody Ratings . The interest rate to be paid on school 
building bonds is influenced greatly by the assigned Moody 
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rating. The rating scale used, from highest down, is Aaa, 
Aa, Al, A, Baal, Baa, and Ba. No district in this study had 
a rating lower than Ba, and 363 of these districts were 
rated. The other districts may have chosen not to have their 
bonds rated, had no debt, or issued bonds in amounts too low 
for a rating to be assigned. 

Impact of the rating on interest rates is shown by 
this excerpt from a Moody 's publication. 

Moody 's Municipal Bond Yield Averages 

1976 

Sept. 9 Sept. 2 Aug. 26 Aug. 19 High Low 

Composite 6.43 6.43 6.50 6.53 7.12 6.43 

Aaa 5.40 5.42 5.49 5.52 6.25 5.40 

Aa 5.92 5.93 6.00 6.02 6.70 5.92 

A 7.00 7.00 7.06 7.12 7.67 7.00 

Baa 7.38 7.38 7.44 7.47 7.89 7.38 

Payment of interest at seven percent, rather than six 
percent, causes debt service to be about $150,000 more over 
20 years on an issue of $1 million of serial bonds. The im- 
portance of the ratings is evident. 

For the 363 districts with a rating, the mean was 
4.34 with Aaa * 7, Aa = 6, Al * 5, A - 4, Baal * 3, Baa 2 
and Ba 1. Median was 4.23 and standard deviation was 1.23. 

Fourteen variables were correlated with Moody rating 
at the .15 level or above, but the strongest correlation was 
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only .26. In this group were district enrollment, current 
expenditures, debt principal, interest, receipts for reserve 
funds and operation, state grants, full valuation, and the 
tax rate ratios. The only negative relationship was with use 
of state grants for construction (-.2539). 

Critics of the rating service claim that ratings are 
assigned subjectively, while the rating agencies contend that 
a wide range of factors is considered in assignment of a 
rating. The correlations found in this study could be used 
to justify either position. 

Tests for differences in group means based on division 
by below or above Moody Rating of A yielded the following 
data. 

Mean Values of Groups Divided According to Moody Racing of A 



Variable 


Above "A 


it 


Below "A 


11 


Probability 


Group 1 
Mean 


S.D. 


Group 2 
Mean 


S.D. 


Per Pupil Local Tax 












Receipts - Operation 


$657 


$749 


$412 


$281 


.001 


Full Valuation of 












Property 


$123,650,000 




$421,490,000 




.008 


Effective Tax Rate All 












School Purposes 


,0219 


.095 


.0117 


.008 


,072 


Ratio ETRDS to ETRASP 


,1791 


.179 


.2329 


.216 


.109 


Per Pupil Debt Service 












Costs 


$107 


$138 


$ 90 


$ 53 


.130 


Ratio DS to Current 




. 








Expenditures 


.0915 


,085 


.0807 


.045 


.184 


Per Pupil Current 












Expenditures 


$1214 


$764 


$1143 


$332 


.267 


Ratio ETR Reserve to 












ETRASP 


.1014 


.074 


.2123 


.306 


.310 


Per Pupil Reserve Fund 












Local Tax Receipts 


$ 70 


$106 


$ 49 


$ 58 


.352 


Per Pupil School Building 












Debt 


$841 


$692 


$945 


$714 


.356 
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Districts with ability and making effort much more 
often than not were found in the "A" and above group. Nota- 
ble exceptions , but with a relatively low probability level, 
was per pupil debt where the "A" and above group had a lower 
mean value than the below "A" group. 

Multiple regression analysis with Moody Rating as the 
dependent variable and state grant, full valuation per pupil, 
per pupil debt, enrollment, debt potential, and current ex- 
penditures brought out that only 14 percent of the variance 
was explained by these six independent variables. 
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Major Findings 

In an earlier section of this report, several ques- 
tions were posed. The data appear to support the following 
answers. 

1. School Building Debt 

A. Districts with above average full valuation 
per pupil had higher per pupil debt than less 
able districts . 

B. The existence of a state loan program had no 
apparent relationship to the amount of debt 
per pupil* 

C. Per pupil debt was higher for districts re- 
ceiving state grants for school building pur- 
poses than for districts not receiving such 
grants. 

D. Districts spending more for current operation 
purposes tended to have more school building 
debt per pupil. 

E. No apparent relationship existed between per 
pupil debt and enrollment of the district. 

2. Debt Service Costs 

A. Per pupil debt service costs were highly cor- 
related with per pupil current expenditures. 

B. High ability districts, as measured by full 
valuation per pupil, had higher debt service 
costs per pupil. 

C. District with Moody Ratings of "A" or above 

had higher per pupil debt service than districts 
with ratings of below "A." 

D. There were no strong statistical relationships 
between per pupil debt service costs and any 
of the variables relating to state loans or 
state grants. 
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3. Effective Property Tax Rates for Debt Service 

A. The correlation between ETRDS and similarly 
computed rate for all school purposes was 
.6879. 

B. The mean ratio of debt service payments to 
tax rates for all school purposes was about 
,19 with a standard deviation also of about 
.20. Some districts have no or very low 
debt service costs and the percentage of 
state aid for either school buildings or cur- 
rent operation drastically affects the ratio 

C. Where state grants for debt service were 
made, the rate tended to be slightly lower. 

D. Full valuation per pupil was extremely im- 
portant in determining the ETRDS. 

E. Moody Rating appeared to have no significant 
effect on ETRDS. 



4. Ratio of Debt Service Costs to Current Operation 

A. Mean value of the ratio was .084 with standard 
deviation of .0735. 

B. Ratio among the states ranged from .05 for 
West Virginia to .17 for Louisiana. 

C. Total debt of the district and per pupil debt 
were the most influential variables affecting 
the ratio, 

D. Larger enrollment districts, as a group, tended 
to have higher ratios. 

E. Districts receiving state grants for buildings 
had higher ratios. 



5. Capital Reserve Funds 

A. 155 of the 519 districts collected reserve 
funds. Mean per pupil collection was $63; 
median was $41. 

B. Amount collected was highly correlated with per 
pupil debt, per pupil local tax collections for 
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operation, per pupil expenditures, per pupil 
debt service charges , and receipt of state 
grant. 

C. If the state grant was primarily for debt 
service, the relationship was inverse with 
reserve fund receipts per pupil. 

D. High per pupil valuation and high total debt 
districts tended to have substantially higher 
per pupil collections than low ability dis- 
tricts. 

E. Mean effective property tax rate for reserve 
funds was .0017, standard deviation was 
.0040, and median was .001. ETRRP was highly 
correlated with ETRDS and ETRASP. Where the 
bulk of the state grant was for construction, 
the ETRRF tended to be lower. Pull valuation 
per pupil was highly related to the level of 
the rate . 



6. Debt Potential 

A. Many of the districts had negative debt poten- 
tial per pupil indicating means had been found 
to circumvent arbitrary debt limitations . 

B. Great variance between and among states exists 
in debt potential per pupil. Mean was $1,557, 
standard deviation was $3,135 and median was 
$873. 

C. Amount of State Grants received was highly 
correlated with amount of debt potential for 
recipient districts. Existence of state loan 
programs also was positively related, but the 
relationship was not strong. On the other 
hand, districts with no state grants, as a 
group, had much higher mean debt potential than 
the group of districts not receiving state 
grants. 

D. Districts grouped by high per pupil valuation 
had^four times the debt potential as the below 
median full valuation group. 

E. Smaller than median enrollment districts, as a 
group, had more debt potential than larger en- 
rollment districts. 
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7. State Grants 

A. Of the 519 responding districts, 146 received 
state school building grants in 1974-75. Mean 
was $127, standard deviation was $426, and 
median was $38, on per pupil basis. 

B. Use of more than 70 percent of the grant for 
debt service was reported by 98 districts 
while 64 used more than 70 percent for con- 
struction, 

C. Districts receiving state grants tended to have 
higher full valuation per pupil than districts 
not receiving grants. 

D. Districts with grants tended to have higher 
total debt, higher total current expenditures, 
and higher enrollment. 



8. Moody Ratings 

A. Of the 519 districts, 363 had been assigned 
ratings. Mean was 4.34 with A 4 and Al = 5, 
Median was 4.23; standard deviation was 1.23. 

B. 14 variables were correlated at the ,15 level 
or above with Moody Rating, but the strongest 
correlation was .26. 

C. Districts with high ability, as measured by 
full valuation per pupil, and those making ef- 
fort, as measured by local tax receipts for 
operation, per pupil debt service costs and 
other variables tended to have higher ratings. 

D* Districts with "A" or above ratings tended to 
have higher effective tax rates for debt ser- 
vice than districts with below "A" ratings. 
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Conclusions and Implications 

This research was unable to provide definitive answers 
to some of the questions posed earlier in this report. Many 
of the factors relating to school construction finance simply 
are not systematically related to simple measures of need, 
burden or ability. Prior effort or lack thereof causes 
further distortions as does timing of construction projects 
and bond sales . 

Ability. In the foregoing analyses of data for in- 
dividual states and for the total group of respondent dis- 
tricts, the influence of Full Valuation Per Pupil, used as 
the ability measure in this study, kept appearing. Some of 
the relationships among groups of districts divided according 
to tax paying capacity should be illuminated further. The 
following table does this. 

The three variables dealing with debt load show that 
richer districts have more debt per pupil, pay considerably 
more per year for debt service per pupil, yet have an effec- 
tive tax rate for debt service only 40 percent of the Ef- 
fective Tax Rate for Debt Service for poorer districts. Di- 
vision of the groups on mean per pupil valuation results in 
similar, and even more pronounced, indication of the lack of 
equalization of debt service costs. 

The variables dealing primarily with current operation 
show that richer districts spent 27 percent more per pupil, 
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TABLE 28. DIFFERENCES FOR MEANS OF SELECTED VARIABLES BETWEEN GROUPS 
DIVIDED ON BASIS OF MEDIAN FULL VALUATION PER PUPIL 



Variable Mean Value 
for 

High Group 


Mean Value 
for 
Low Group 


Probability 


A. 


Debt Variables 




1. 


School Building Debt Per 












Pupil 


$ 843 


$ 738 


.104 




2. 


Debt Service Expenditures Per 












Pupil 


112 


82 


.008 




3. 


Effective Tax Rate for Debt 












Service 


.0014 


.0035 


.003 


B. 


Current Operation Variables 




1. 


Current Expenditures Per Pupil 


$1287 


$1013 


.000 




2. 


Local Tax Receipts - Operation 


720 


794 


.000 




3. 


Effective Tax Rate for All 












School Purposes 


,0107 


.0269 


.024 


c. 


Reserve Fund Variables 




1. 


Reserve Fund Receipts Per 












Pupil 


$ 36 


$ 46 


.017 




2. 


Effective Tax Rate for Reserve 












Funds 


.0011 


.0021 


.070 


D. 


Ratios 




1. 


Debt Service to Current 












Expenditures 


,0849 


.0845 


.950 




2. 


ETRDS to ETRASP 


.1655 


.2140 


.009 




3. 


ETRRF to ETRASP 


.1180 


.1108 


.728 


B. 


Other 




1. 


Debt Potential Per Pupil 


$2523 


$ 591 


.000 




2. 


State Grants 


174 


75 


.185 
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had ten percent fewer local tax receipts for operation, yet 
had a total effective tax rate amounting to 40 percent of the 
rate for the poorer districts. To the extent that full valu- 
ation of property is a comparable indicator of ability for 
districts among states and effective tax rate is a good indi- 
cator of effort, equalization also is not being achieved in 
the current operation sector where all states have programs 
of assistance. 

Reserve Funds were only used by about 150 of the dis- 
tricts responding in this study. Per pupil receipts were 
nearly twice as great for the mean of the above average 
ability group and the effective tax rate was half as much. 

For the ratios examined in this study, only that of 
Effective Tax Rate for Debt Service to Effective Tax Rate for 
All School Purposes varied significantly according to ability. 
F.or the more able districts, the ratio indicated that about 
16.6 percent of tax effort was for debt service while allo- 
cation of 21.4 percent was necessary for the less wealthy 
districts . 

Debt potential per pupil for the high ability group 
districts was more than four times as great as for the low 
group. Thus, the more able districts had more existing debt 
per pupil, had higher debt service costs, had much more ca- 
pacity to incur additional debt, but had an effective tax 
rate level for debt service of about 40 percent of the rate 
~~ Districts. Where reserve funds were used for 
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building, the anti-equalization tendencies were magnified 
still more. 

The data in this study show that district ability is 
the factor determining capacity and burden for financing 
school construction. An effective system of state support 
for financing school building has been and will continue to 
be needed. State programs have not been particularly effec- 
tive in providing equalization. 

The figures for state grants indicate, for the dis- 
tricts involved in this study, that more state funds flowed 
to the more able districts. It is likely that a few districts 
receiving grants for the entire costs of projects influenced 
these figures. Most state grants are still made on a per 
pupil or instructional unit basis, typically at levels of 
less than $40 per pupil, and it would seem that a few sizable 
grants to more able districts could cause the apparent dis- 
parity between the groups. 

Need Measures. Data in this study show that expendi- 
tures for school building purposes fall very unevenly across 
the school districts of a state. Debt service charges per 
pupil for the 42 states ranged from zero for 44 of the dis- 
tricts to as much as $1,908 per pupil for the highest dis- 
trict in the study. 

Given that most of the school construction in the 
United States has been financed by borrowing, it seems logi- 
cal that debt service costs per pupil is the best simple 



208 



measure of need. In states where significant grant programs 
have long existed, such as Delaware, there are still wide 
ranges in per pupil debt service costs. The residual between 
state grants for construction and the actual costs of proj- 
ects are reflected in debt service costs. 

Debt service costs per pupil are functions of enroll- 
ment, cost of project, interest rates, and length of term. 
Less able districts incur higher interest costs because of 
lower bond ratings and because average life of issues is 
usually inflated to keep annual costs manageable. Use of 
debt service as a need measure can therefore enable a grant 
system to be implemented which will consider such factors. 

The use of reserve funds by a minority of School dis- 
tricts to finance part of construction costs complicates use 
of debt service as the measure. One hundred forty-four of 
the districts in this study had both debt service and reserve 
funds, and both could be construed as indicators of need. In 
states where reserve funds are permitted and used, it would 
appear logical to add collections per pupil over a reasonable 
period of time (perhaps five years) to debt service costs per 
pupil to use as the measure of need to ascertain necessity 
and desirability of state participation. 

Since the necessity for financing school construction 
does not fall evenly over school districts, states not wanting 
to encourage local district borrowing as the major method of 
financing school construction should grant funds for approved 
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project costs, rather than on a per pupil or instructional 
unit basis for future projects. Objective standards should 
be used in determination of approved project costs. If it 
is deemed to be desirable policy to permit local districts 
to construct facilities in excess of those that the standards 
for approved project would dictate, then any additional costs 
should be borned entirely at the local level. 

To summarize, the best simple measure of need, given 
the financing methods which have been and are prevalent, is 
debt service cost per pupil. This measure takes into con- 
sideration prior effort and fiscal strength of the district 
in the bond market. Permitting use of reserve funds should 
take into account collections for such funds in determination 
of the need measure, since use of savings can obviate re- 
quirement for district borrowings. If the state wishes to 
minimize local district borrowing as the primary method for 
financing buildings then state grants for construction of ap- 
proved projects are appropriate with any costs beyond those 
approved being the sole responsibility of the local district. 

Guidelines for a_ Feasible State Program. If equaliza- 
tion of capacity to finance school buildings and tax equity 
are to be achieved, then adoption of appropriate need mea- 
sures and allocation procedures are necessary. 

The need measure should recognize prior effort and cur- 
rent burden by using debt service costs as well as reserve 
fund collections. If the state desires to share in the fund- 
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ing of school buildings without sole reliance on local dis- 
trict borrowing to raise construction funds, then construc- 
tion grants based on approved project costs should be made. 

The allocation system should be devised so that all 
school systems are making uniform local effort for approved 
projects. Calculations could be made, on the basis of ob- 
jective formula, to permit all or a substantial portion of 
debt service expenditures and reserve fund collections to be 
qualified as approved costs in which the state will share. 
The sharing ratio might well be identical to that used for 
the state-local program for current operation if that pro- 
gram does well on equalization. 

The problem of assuring that all districts make uni- 
form effort, even if no need exists in some districts, is 
not unlike that relating to recapture of locally-generated 
funds from wealthy districts for the state program for fund- 
ing current operation. It may well be that the state should 
levy the calculated uniform local effort on the entire tax 
base of the state. Districts with no school building needs, 
as represented by either debt service or construction require 1 
ments, have in all likelihood been able to previously satisfy 
such needs from relatively high local tax-paying capacity or 
have not faced up to the fact that needs now exist. Such 
districts have either had unrealistically low burdens or will 
ultimately begin to qualify for state support. 
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Even in the event that requiring local effort from 
districts with no current or perceived need is not deemed to 
be reasonable, adoption of a state-local sharing mechanism 
for all other districts would be a gigantic step in the di- 
rection of fiscal neutrality. 

Implicit in such a program is a high degree of state 
leadership in general planning for school facilities and 
particularly for approval of specific projects. 
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OMB //51-S75070 
APPENDIX A Expires June 1976 



QUESTIONNAIRE ON SCHOOL CONSTRUCTION FINANCING 

The United State Office of Education has contracted with me to gather data 
on school construction financing from selected school districts. Your 
district has been selected as a sample district. Your cooperation in 
furnishing the data requested on this questionnaire is solicited and will 
contribute to increased understanding of the problems of financing school 
construction in the United States. Please return the completed question- 
naire by January 10, 1976 in the enclosed envelope. 

Data in which we are interested are those for public elementary and 
secondary schools. Data for junior and community colleges definitely should 
be excluded throughout the questionnaire. 

If the material requested in the items below is available in (1) your 
budget report for the 1974-1975 school year, or (2) other published sources, 
you may forward a copy of the material as your response, if you prefer to 
do so. 

1. Name of School District: 



2. Total current expenditures for elementary-secondary schools during the 
1974-75 school year. Please exclude those for Junior colleges, 

$ 

3, Debt service payments made during the 1974-75 school year for school 
building purposes only, 

a. General obligations bonds 

(1) principal $ 

(2) interest $ 



OE #442 
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b. State loans or advances 

(1) principal $ 

(2) Interest $ 



c. State or local school building authorities* 

(1) principal $ 

(2) interest $ s 

(3) * 



*If principal and interest amounts cannot be segregated 
easily, please furnish total paid in blank (3). 

d. Other 

(1) principal $ 

(2) interest $ ^_____ 



4. Were any of the above types of obligation paid off in their entirety 
during 1974-75? 

Yes 

No 

If yes, how much? $ . 

Type of obligation __ 



5. Total debt of your district for all school building purposes (principal 
amounts only) as of June 30, 1975 for: 

a. General obligation bonds $ 

b. Loans or advances from the state $ 



c. State or local school building authorities $_ 



d. Other $ 



214 



Local tax receipts for school purposes in 1974-75: 
a. Debt service purposes $ 



b. School building construction (reserve) funds $_ 



c. Current operation (General Fund) $_ 

d. All other school purposes $ _ 



7. Actual local assessed valuation of taxable property for the most 
recent year $ 

8. Estimated ratio of actual assessed valuation to "true valuation," 
"fair-market valuation," or "real valuation" of taxable property. 
per cent 

9. Does any state agency make available an assessment ratio figure 
which relates assessed valuation to "true valuation," "fair-market 
valuation" or "real valuation" of taxable property? _yes no 

If yes, what is that ratio for your district? 



10. Are there legal limitations on the amount of school building debt 
your district can have? yes no 

If so, please list them. 



11, If your district is subject to legal limitations on the dollar amount 
on bonded indebtedness for school building purposes, what is the 
maximum amount permissible? $ 



12. If there is no legal limitation on the amount of school building debt, 
is there a traditional or conventional limitation to which your 
district is subject? 

yes 

No 

If yes, what is this limit $ 
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Please furnish the following information on your most recent bond 
issue. 

a. Date of sale 



b. Amount of issue 



c. Moody's or Standard & Poor's rating 

d. Net interest rate 



14. Please give your planned budgeted expenditures for school construction 
in your district during the next three school years. (Please express 
in 1975 dollars.) Exclude outlays planned for maintenance and repairs. 

1975-76 $ 

1976-77 $ 

1977-78 $ 

15. How many instructional spaces (teacher stations or classrooms) would 
the above represent? 

1976 

1977 ___ 



1978 



16. Describe the highest priority school construction projects which were 

excluded from the planned budgets reported in Q 14. List these projects 
in order of priority and the dollar amounts required for each. 



17* State grants received for school construction and/or debt service 
during fiscal year 1974-75. $ . 
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18. What was Che purpose of the above grant or grants? 

a. School construction $ 

b. Debt Service $ 

c. Total $ . 



19. Is it permissible for state granta for school construction or debt 
service to be diverted to current operating expenses? 

Yes 

No 



If yes, did you allocate any state funds in that manner in 1974-75? 

Yes 

No 

If yes, please give the amount. $ 



20. State school construction loans received during school year 1974-75. 

Amount $ 

21. Other school construction loans received during school year 1974-75. 

Amount $ 

Please identify source 



Thank you for your assistance; please return in the enclosed envelope to: 

Dr. William R. Wilkerson 
Educational Planning Associates 
2964 Bankers Drive 
Blooming ton, Indiana 47401 



217 



APPENDIX B 
Descriptions of State Grant Programs 

The USOE publication detailing kinds of state support 
for public schools was the basis for the following capsule 
descriptions of the state aid programs operative in 1975-76. 
In addition to the states shown in Table 2 as granting funds, 
a description of Arizona's programs which operated in 1974-75 
is given along with mention of Wisconsin's new Basic Support 
program which may include some state-sharing of capital and 
debt service costs. 


Alabama 

Alabama has long had a program of state grants for 
capital outlay and debt service as part of its foundation 
program. The amount distributed was $1,943,792 or $64*87 per 
teacher unit in 1975-76. 

Alaska 

Two grant programs for school construction existed in 
1975-76. The first was $20 million for outright grants for 
school construction projects with no local matching share re- 
quired. The other was for $8.8 million for debt service pur- 
poses. Both of the grant programs were in existence also in 
1971-72, with amounts of $3.7 million for construction and 
$3 million for debt retirement. 
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Arizona 

Arizona had initiated a grant program entitled Facil- 
ities Emergency Aid in 1974. In 1974-75, 24 districts par- 
ticipated; no appropriations for this purpose were made for 
the 1975-76 school year. No continuing program of aid to 
local districts for construction or debt service had been in 
existence prior to 1974. 

Connecticut 

A major grant program exists which pays 50 percent of 
"necessary costs* for construction and major alterations of 
elementary , secondary, administrative and service facilities 
and for all school sites. Higher percentages of "necessary 
costs" of regional K-12 or 7-12 facilities and for regional 
vocational-agricultural facilities are assumed by the state. 
The amount appropriated for those grants was $22.8 million in 
1975-76, compared to $93.9 million in 1971-72. 

Delaware 

Delaware has long had grant programs for school con- 
struction. For many years, 60 percent of approved project 
costs was assumed by the state. In 1975-76, 60 percent of 
debt service associated with approved construction projects 
is paid by the state. In 1971-72, $14 million was appropri- 
ated for the state grants and $16.8 million was available in 
1975-76. 
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In addition to this aid, $3,7 million was available 
for grants for school building maintenance and minor capital 
improvements. These funds are also granted on a 60-40 per- 
cent state- local basis. 

Florida 

Included in the state's foundation program for many 
years was a fixed amount per instructional unit ($400 in 
1971-72) plus allowances for grants for enrollment growth. 
By 1975-76 these grants (now $600 per unit on the basis of 
units existing in 1967-68 and $800 per unit for those derived 
since 1967-68) had been supplemented by a $92 million program 
entitled Comprehensive School Construction and Debt Service. 
The new plan was intended to provide funds for school building 
purposes beyond that which would be raised by a ten mill ad 
valorem debt levy and the proceeds of the instructional unit 
flat grants. 

Georgia 

The Capital Outlay Fund makes construction and debt 
service grants to school systems demonstrating need and making 
required local effort. More than $33.7 million was available 
for such grants in 1975-76 compared to $27.2 million in 1971- 
72. A complex formula, relating to increase in average daily 
attendance, school consolidation, square footage cost allow- 
ances, and local effort is used to determine the amount of the 
grants. 
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Hawaii 

Organized as a single school district, $64.9 million 
was appropriated for 1975-76 for capital purposes. Appropri- 
ation in 1971-72 was $47.2 million for capital purposes. 

Illinois 

This state moved from a very minor grant program (for 
special education facilities only) in 1971-72 to a signifi- 
cant grant program. Formerly, the Illinois School Building 
Commission made interest-free loans to needy school districts, 
but in 1975-76 the Illinois Capital Development Board made 
both construction and debt service grants to nearly 400 of 
the state's school districts - $362.2 million was appropriated 
for those purposes. The grants are equalizing in nature, 
ranging from . 20-to-*70 times an index based on local district 
valuation. 

Indiana 

A flat grant of $40 per pupil for debt service has been 
made for many years to all districts in Indiana. Districts 
with no debt service may use the grant for current operation. 
Appropriated for the grants was $43 million in 1975-76. 

Two state loan funds are also available for needy dis- 
tricts . 



221 



Kentucky 

As part of the foundation program, Kentucky grants 
$1550 per classroom unit to all school districts which may 
be used for construction or debt service. Appropriated in 
1975-76 was $50.4 million, up from $1,200 per classroom unit 
in 1971-72. 

Maine 

Maine 1 s new program for financing schools uses a com- 
bination of state grants for 50 percent of most expenditures 
(including debt service) and a statewide property tax to 
raise the other 50 percent. Depending upon how one chooses 
to classify the local revenue part of this program, it could 
be regarded as total state support of most expenditures, in- 
cluding debt service. 

Maine's previous program utilized an equalizing con- 
struction grant based upon approved project cost. State loans 
were also made via the State School Building Authority which 
constructed buildings and leased then to local school dis- 
tricts. 

Maryland 

Maryland has paid 100 percent of construction costs 
since 1971 and also pays debt service of local districts for 
all debt created prior to 1967. More than $92.4 million was 
appropriated for this purpose for 1975-76. 
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Mas sachus etts 

Grants for approved projects are made with the state 
share varying from 50-to-65 percent according to per pupil 
wealth. The grant actually is made to local districts over a 
period of years, since local districts sell their bonds for 
the entire project cost and the state pays its share toward 
annual bond principal and interest costs. The amount of the 
appropriation for 1975-76 was $112.6 million, compared to 
$43 million for a similar program in 1971-72. 

Michigan 

Legislation in 1975 established a debt service grant 
for needy districts , with $14.6 million appropriated. 
Michigan also still has the School Bond Loan Fund, which pro- 
vides for loans to stabilize local debt service rates, with 
$8 million available for this purpose in 1975-76 compared to 
$18.6 million in 1971-72. 

Mississippi 

A grant of $18 per pupil in ADA is made available for 
capital outlay and debt service. Districts may receive an ad- 
vance of up to 75 percent of estimated entitlements for the 
next 20 years in a lump-sum if they desire* This program has 
been in existence since 1953, with $8.7 million appropriated 
in 1975-76 compared to $7.2 million in 1971-72 when the sup- 
port level was $12 per pupil. 
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Missouri 

Missouri has two very minor school building grant pro- 
grams, both of which total under $1 million. Realistically, 
Missouri should be classed as a state with no support for 
capital outlay. 

New Hampshire 

Grants for bond principal payments are made by the 
state, with the amount dependent upon the organization status 
of the district and whether local reserve funds were used on 
the approved project which becomes the basis for the grant. 
$5.3 million was appropriated for this purpose in 1975-7? 
compared to $2 million in 1971-72, 

New Jersey 

Allocation of state funds for debt service and/or cap- 
ital reserve funds is made via a Strayer-Haig equalization 
program. The amount appropriated for 1975-76 was $23 million 
compared to $29.7 million in 1971-72. 

Another state program , Additional State School Build- 
ing Aid, is used for debt service grants to needy districts. 
In 1975-76, $11.7 million was appropriated for this fund com- 
pared to $6.9 million in 1971-72. 



224 



New Mexico 

A new program in New Mexico provides funds for school 
construction. Any district wishing to tax itself up to 2 
mills receives a total of $35 per pupil per mill levied from 
the local levy and the state. Money can be used only for 
capital outlay - not debt service. Appropriated for 1975-76 
was $13.2 million. Another program makes grants or loans to 
districts facing emergencies related to provision of school 
facilities, 

New York 

A construction grant program has operated in New York 
for many years . Differential grants are made for approved 
projects dependent upon grade levels to be housed. Appropri- 
ated for this purpose in 1975-76 was $226 million. 

Pennsylvania 

An equalizing grant for debt service program has 
existed for many years. The state aid ratio is the same as 
is used for current operation and $159.9 million was appro- 
priated in 1975-76 compared to $95 million in 1971-72. Pro- 
ceeds are to be used only for payment of debt service. 
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Rhode Island 

A percentage equalizing grant for school construction 
is made for approved projects with the state share paid over 
a 20-year period. An allowance is also made for construction 
completed between 1949 and 1960. The appropriation for the 
program was $7.4 million in 1975-76 compared to $6.1 million 
in 1971-72. 

South Carolina 

The State School Building Fund is a grant program 
based on $30 per pupil enrolled. Funds may be used for con- 
struction, for debt service, or credited to the local district 
for future use. Advance draws against projected future en- 
titlements are also made. Available for this program was 
$19.1 million in 1975-76 compared to $19.7 million in 1971-72. 

Tennessee 

A Strayer-Haig type of equalizing grant, based on an 
annual support level of $24 per pupil is used by recipient 
districts for school construction, debt services, and for 
transportation equipment. For the state as a whole, 57.5 
percent of the support level is from state sources with the 
calculated balance raised locally. In 1975-76, $13,4 million 
was appropriated compared to $10.5 million in 1971-72. 
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Utah 

Utah pays the excess costs of capital outlay and debt 
service that local districts cannot fund from the proceeds 
of a stipulated mill levy of at least 8 mills. The amount 
appropriated for these grants was $3.6 million in 1975-76 
while appropriations for school construction/debt service 
grants in 1971-72 was $3.3 million. 

Vermont 

For approved projects, the School Building Construction 
Fund will pay 30 percent of construction costs and 20 percent 
of bond principal and interest payments on the state bonds is- 
sued to fund the program. For special education classrooms, 
the state will pay 75 percent of construction costs. Available 
for 1975-76 for the Fund was $1,250,000 for construction and 
$2 million for debt service. In 1971-72, reported as avail- 
able for grants from the Fund was $6.8 million. 

Washington 

A variable grant program provides for 10-to-90 percent 
of approved project costs with the percentage varying inversely 
with district property valuation per pupil. Appropriated for 
this program was $61.5 million in 1975-76 compared to $21 
million in 1971-72. 
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Wisconsin 

As part of the Basic Support Program, debt service and 
current year capital outlay is included as "sharable non- 
operating" costs which the state and local districts share in 
funding via the guaranteed valuation mechanism. It is diffi- 
cult to isolate an amount paid by the state for this program. 



DECLINING ENROLLMENTS: A SURVEY OF THE 
STATES AND SELECTED SCHOOL DISTRICTS 



1. INTRODUCTION 

1.0 General Background 

The decline in public school enrollments has exacerbated many of the 
problems facing schools. Many new problems have been created by the need to 
reduce physical plant, teaching and administrative staff and other resources 
from levels of use In previous periods of growing or peak enrollments. Table 
1 illustrates the changes in U.S. total enrollments from 1965 to 1975 and 
from 1975 to 1985 projections. These data show a change in the trend from 
one of increasing enrollments through the Sixties to one of decreasing 
enrollments through the mid-1980s. 

To investigate the effects of this trend on local education agencies 

(LEAs) and state education agencies (SEAs), the Declining Enrollments 

&& 
Survey (DES) was administered to all fifty SEAs and a select group of 



* 

The authors wish to acknowledge the help of Dr, Robert J. Goettel 

and Mr. Dana W. Paige who constructed and distributed the questionnaires 
for the Declining Enrollments Survey (DES). Since this paper was shaped 
by the data from the DES, much of the conceptual framework may be 
attributed to Dr. Goettel and Mr. Paige, Additionally, Dr, Goettel pro- 
vided valuable comments on early versions and the authors were greatly 
influenced by the Goettel and Paige article, "A Report on Declining 
Enrollments," Volume II, Number 1 of The Imperative of Leadership series 
of the National Association of State Boards of Education. Mrs, Esther Tron 
of the U. S. Office of Education made a number of valuable criticisms and 
suggestions which were incorporated in the final text. Our colleagues 
here at the- Research Center were, as usual, helpful and supportive. Of 
course, the authors claim sole responsibility for any errors in the text. 
Finally, but not least, Betty Johnson and Valerie Squibb deserve our 
thanks for typing and keeping things from, disintegrating during numerous 
crises in this endeavor. 

jif ^ 

A survey questionnaire is In the Technical Appendix which is avail- 
able under separate cover. 



Robert J. Dinkelmeyer and John J. Rudder, Syracuse Research Corporation, 
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500 LEAs. The LEAs chosen were those ten showing the largest declines in 
each state: five with the highest percentage declines, five with the 
highest absolute declines. In all, forty-five SEA and 256 LEA responses 
were included for analysis. 

This paper reports on the results of the DES. The remainder of this 

chapter presents some additional background information. Chapter 2 and 3 

deal with the results for SEAs and LEAs, respectively. Chapter 4 is a 
brief summary of the findings. 

1.1 Nature of Declines 

Table 2 provides more information on the annual changes in public 
schools by grade level. The data show continual growth in K-12 enrollments 
through the late 1960s followed by continual declines beginning in 1972, 
The declines in K-6 enrollments began in 1970, two years earlier. A 
precursor of these changes is the trend in grade 1 enrollments which 
showed declines beginning in the mid 1960s. Since not all districts 
have had kindergartens, kindergarten enrollments are not an accurate 
precursor of trends in higher grade levels. However, from 1973 through 
1975 the opening of new kindergartens resulted in large increases in 
enrollments which have lessened the severity of K-12 and K-6 enrollment 
declines in terms of the national totals and also in those states and LEAs 
which could open or expand kindergarten. 

Statewide enrollment declines and projections are presented on 
Table 3. Declines in K-8 enrollment occurred in all states except New 
Hampshire, Florida and Arizona. The severity of the declines varies 
considerably among states and, as explained in Section 3.1, there is con- 
siderable inter -district variation as well. Setting policies to compen- 
sate for this trend is complicated by the differences among the states 
and differences among districts within states. 
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TABLE 3 

Percentage Change In Enrollments in the Fifty States 
Ranked By Percent K-8 Decline 

(All percentages are negative unless otherwise noted.) 



State 

More than 20% 
Kansas 

North Dakota 
South Dakota 
Rhode Island 



% Change -in Enrollments Between 

Fall 19?1 and Fall 1975 

K-8 K-12 



15.40% 
13.89 
10.73 
10.51 



11.40% 
8.59 
7.42 
7.18 



Projected Change 
Fall 1975 to Fall 1980 
K-1S 



NR* 
4.80 
4.56 



8-10% 

Iowa 

Delaware 

Illinois 

Alabama 

Nebraska 

Pennsylvania 

Ohio 

Minnesota 



9.63 
9.18 
9.08 
8.87 
8.52 
8.49 
8.15 
8.04 



5.66 

4.45 
4.27 
6.11 
4.92 
4.62 
5.11 
3.27 



14.50 
15.88 
10.52 

NR 

5.14 

15.25 

10.95 

13.04 



8-8% 

Hawaii 

Indiana 

Missouri 

Maryland 

Oklahoma 

New Mexico 

Montana 

Mississippi 

New York 

Wisconsin 

Connecticut 

Louisiana 

Kentucky 

California 



90 
82 
71 
69 
68 
64 
40 
20 
7.06 
6.68 
6.58 
6.31 
6.27 
6.23 



4.71 
4.37 
2.87 
3.80 
5.55 
1,73 
4.19 
3.84 
3.07 
3.19 
1.77 
2.47 
3.51 
4.51 



3.50 
6.77 
NA** 
6,80 

NA 
6.16 
5.16 

NA 

11.86 
5.03 

NR 

NA 
1.01 
8.17 



4-6% 

Washington 

Michigan 



5.90 
5.30 



3.23 

4.15 



MA 
NA 



TABLE 3 CONTINUED 



State 

(4-6% continued) 

New Jersey 5.17 

Tennessee 5.05 

South Carolina 4.66 

Vermont 4.46 

Arkansas 4.29 



% Change in Enrollment Between 
Fall 1971 and Fall 1975 
K-8 K-12 



,65 
,63 
,10 

,27 



2.22 



Projected Change 
Pall 1975 to Pall 1980 
K-12 

11.66 

NR 
2.39 

NA 
7.96 



2-4% 

Colorado 

Maine 

Virginia 

Wyoming 

Alaska 

Utah 

Texas 

West Virginia 



70 
69 
85 
79 



2.72 
2.63 
2.56 
2.06 



+ 



2.66 

.64 

.92 

1.65 

1.91 

.57 

1.76 

.58 



5.84 
NA 

6.33 
NA 

3.38 

6.28 
NR 

7.57 



0-2% 

Oregon 1 . 94 

Massachusetts 1.92 

North Carolina 1.88 

Georgia 1.88 

Idaho 1.78 

Nevada . 04 



1.14 

+ .74 

.62 

1.97 

.47 

+ 4.46 



3.49 
7.36 
3.74 



NA 



New Hampshire 

Florida 

Arizona 



+ 1.17 
+ 2.57 
+ 2.99 



+ 4.26 
+ 4.42 
+ 3.98 



+ 2.78 

4- 7.42 



*NR - Survey not returned. 
~ Data not available. 



Source; 1971-75 Percentage chang&s ape calculated from Table 27 (1972) and 
Table 28 (19?S) i Digest of Education Statistics,, National Center for Bduca- ' 
tion Statistics 1971 and 1975 editions^ U.S. Dept, of Health^ 'Education and 
Welfare t Education Division, The projected changes 1978-80 are obtained 
directly from state education agencies through a survey conducted for USOE by 
SRC. 
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Moreover, enrollment declines may be associated with a wide variety 

of school district types. The largest declines have occurred in the 

ft 
large city districts. Older suburbs with little or no residential 

building and no influx of young families, are also areas of declining 

** 
enrollments. Declining enrollments are prevalent in areas of stagnant 

or decreasing economic opportunities. Many rural areas are in this 
category because of changes in the agricultural and mining sectors, 

1.2 Effects on Costs and Revenues 

With casual inspection, the suggestion that school districts are 
unable to reduce costs commensurate with enrollment declines seems 
paradoxical. A number of circumstances conspire to make this period of 
declining enrollments one of increasing monetary costs. 

From a purely legal point of view, state mandated services, facilities 
and operating procedures may sharply constrain LEA options for cutting 
costs. The existance of labor contracts and the possibility of legal 
action further constrain the range of cost saving personnel policies 
regarding retirement, seniority, lay-offs, and similar matters. 

There are several reasons why reductions in force may meet with 
community and teacher opposition. From a pedagogic point of view, there 
exists a bias in favor of reducing student-teacher ratios, and a time of 
declining enrollments provides an opportunity to do so. If declines 



Robert Goettel and Dana Paige, "Declining Enrollments," Imperative 
of Leadership, Vol. II, No. 1, National Association of State Boards of 
Education, p. 5. 

A* 

For example, the older, inner ring suburban districts surrounding 

Boston are losing enrollments at the same time outer ring suburbs are 
growing. Katherine E. Eisenberger and William F, Keough, Declining 
Enrollments: What to Do. Arlington, Virginia: American Association of 
"ScKool Administrators, Executive Handbook Series, Vol. II, 1974, pp. 6-7. 
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in enrollments allow for such reductions and still provide an opportunity 
for decreasing the staff, a strong and politically active teacher association 

* 

could still raake dismissal of its members difficult. If faculty reductions 
occur through attrition (retirements or teachers leaving jobs voluntarily) 
teacher associations and local district administrations can work cooperatively 
and avoid conflict. 



The LEA survey results reported in section 3.3 show that two-thirds 
of LEAs found attrition alone was sufficient to eliminate surplus teaching 
positions. This may be an important factor in relations with teacher 
organizations; the majority of LEAs reported teacher organizations to be 
cooperative. 

Even if fewer teachers are hired by the district, the total wage 
bill for teachers can still increase, and this, the wage bill, not the 
number of teachers, is the crucial aspect of cost. The seniority/salary 
step mechanism is one source of increasing cost of the total teacher 
wage bill. If the teaching staff is reduced through retirements, one 
would expect the wage bill of the district to decrease, other things 
being equal. However, if the district reduces staff through layoffs, 
because of seniority arrangements, teachers new to the district will be 
dismissed. These teachers will be those on the lower salary steps while 

A A 

the remaining teachers move up the salary ladder. 

With sufficient enrollment declines, a likely place to save on 
school expenditures is in the operation of buildings. However, closing 



# 

Betty E. Sinowitz and Charlotte Halam, "Fighting Reductions in Force," 
Today s Education, 64(2), March-April, 1975, pp. 32-34, 96. 

* 

The existence of a seniority system and salary step increases are 
factors school districts must live with. The preceding paragraph was not 
meant as a criticism of these arrangements, merely as an explanation as 
to why it is so difficult to decrease the cost of education. 
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a building is not a simple procedure; it involves re-allocating students 
to other schools in the face of neighborhood pressure to keep the school 
open. Also, simply emptying the building will not go very fa,r in reducing 
costs if the building or site cannot be turned to some other use. An 
empty building still requires minimal upkeep and maintenance. Further, 
savings from the closing may be partially offset by additional costs of 
busing students assigned to other schools. 

Probably the worst culprit prohibiting school districts from reducing 
costs commensurate with reductions in the number of students is inflation. 
Even if the "real" cost of educating a student falls, the monetary cost 
can rise in times of high inflation. Since prices and the composition of 
expenditures differ substantially across geographic locations, there 

probably is no one price index suitable for deflating expenditures of all 

* 
school districts. This greatly complicates the analysis of costs since 

there is no widely applicable method for controlling for or isolating the 
effects of inflation. 

Nevertheless, there are financial data which can be used to demonstrate 
changing cost conditions and to evaluate the relative fiscal pressures 
accompanying enrollment declines, For example, we computed per pupil 
expenditures and state aid for LEAs in the survey. On average, both 



There have been case studies. For example, Edward M. Cupoli> 
William A. Peek and G. Kurt Zorn, An Analysis of the Effects of Inflation 
on Finance in Washington, D. C. , 1972-1975, Metropolitan Studies, 
Syracuse, New York: Paper prepared for the D. C, Tax Revision Commission, 
June 1977. This study used published price indexes to create a local 
price index for the various governmental functions (including education) 
of the City of Washington. It was estimated that inflation increased 
the prices of purchases for education by 31 percent. At the same time, 
total money expenditures increased 20 percent and K-12 enrollments 
declined by 7 percent. 
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expenditures and aid were increasing from 1971 to 1975, with the increase 

in aid slightly greater than the increase in expenditures. However, 

the wide variation of changes in state aid indicates that in many districts 

aid has decreased as a proportion of total state and local revenue. 

(This is explained in greater detail in section 3.2). 

State aid is a principal source of district revenue which may be 
greatly affected by declining enrollments. Aid which is distributed on 
the basis of some measure of pupils is certain to be reduced by declines 
in enrollments. Moreover, where the formula aid per pupil is inversely 
related to district wealth (tax base per pupil), a decrease in pupil 
count makes the district appear wealthier, and thereby reducing state 
aid. 

1.3 Local Responses and Reactions 

With declining enrollments and concurrent reductions in force, 

there may be some question as to the direction of change in pupil/teacher 

* 
ratios. A drop in state support could drive up pupil/teacher ratios. 

On the other hand, resistance from teacher organizations resulting in 
teachers being kept on may cause the pupil/teacher ratios to fall. As 
explained in section 3.3, there are reasons to expect reductions in 
force to lag behind enrollment trends. And the LEA survey results 
reported in section 3.3 show a clear decrease in the pupil/ teacher 
ratio. 

There exist additional measures which local districts can take to 
compensate for enrollment declines. For example, if one assumes there 
is some level of student participation required for a course to be 



For example, Institute for Development of Educational Activities 
Shrinking Schools. IDEA, Dayton, Ohio, 1975. ' 
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offered (or for a district to provide a 'specialist 1 in a field such as art 
or music), then reductions in the number of students could lessen the scope 
of the curriculum. In the declining enrollments survey, LEAs most often 
identified art, music and physical education as areas for cutbacks on the 
elementary level and foreign language on the secondary level. 

1.4 State Responses 

States can take a number of steps toward alleviating many of the 
adverse effects described in the previous subsections. An SEA survey of state 
responses to declining enrollments was conducted to inquire about SEA percep- 
tions of the problem, SEA technical assistance to LEAs, and provisions of 
state aid formulas. 

Since SEAs are familiar with the trends in migration and the socio-economic 
conditions underlying that migration, they are perhaps best able to project 
enrollments for their state and to identify types of districts most likely to 
experience declines. The findings reported in Section 2.1 show that the largest 
city was most often expected to lose enrollment. 

States can adapt to the change in enrollment trends by modifying state 
financial aid provisions. The maintenance of state financial aid may be 
crucial to some districts during a period of adjustment to lower enrollments. 
As described in Section 2.2, slightly more than a third of the states responded 
that they had more provisions in state aid: formulas to compensate for declining 
enrollments. 

Descriptive statistics are available on these matters. We find states 
have not reacted very quickly to the enrollment declines. Generally, pro- 
viding consultants is the only form of assistance provided specially to 
these districts losing students. For example, only one state provides 
special financial aid grants to high decline districts. 
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2. SEA DECLINING ENROLLMENT SURVEY 

2,0 Introduction 

The major issue involving both the states and the LEAs together is 
the effect of declining enrollments on the distribution of state aid 
funds. If aid formulas are based directly on current ADA or inversely 
on assessed valuation per pupil, those districts with declining enrollments 
could lose large amounts of funding unless steps are taken to adjust the 
distribution formulas. Since it is probably impossible for districts to 
reduce costs commensurate with pupil losses and cost reductions are apt 
to lag well behind losses of students anyway, the loss of state aid to 
declining districts might be crucial. It is during this adjustment 
period when aid both monetary and in terms of guidance might be most 
important. 

Part of the problem is a need to adjust to the notion of decline. 
Growth has been a watchword for so long, it may be difficult for both 
SEAs and LEAs to become aware that the days of seemingly incessant growth 
are over and new strategies must be developed to cope with decline. It 
must be recognized that the problems of decline are very dissimilar to 
those of growth and cannot simply be treated as growth in reverse that 
we cannot mechnically go back the way we came. 

To judge the current state orientation, DES questionnaires were 
sent to all fifty state education agencies to elicit the SEAs 1 perceptions 
of and responses to declining enrollments. Only five of the agencies 
did not return the questionnaires after some follow-up of the early non- 
responders. Also, not all questions were responded to by all 45 SEAs, 
Mostly, the questions on the survey were directed toward ascertaining 
the assistance state agencies were providing to the local school districts 
with enrollment declines. 



* 

See Kenneth E. Boulding on this point in his introduction to a paper 
by Mark Rodekohr, "Adjustments of Colorado School Districts to Declining 
Enrollments," a report submitted to the IBS subcommittee on Academic Disci- 
plines of the Study Commission on Undergraduate Education and the Education 
of Teachers, University of Nebraska, Lincoln, Nebraska, September 19/4. 
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ENROLLMENT PROJECTIONS 
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State/Year 

Alaska 

Arizona 

ARkansas 

California 

Colorado 

Delaware 

Florida 
Hawaii 

Illinois 

Indiana 

Kansas 

Kentucky 

Maryland 

Massachusetts 

Minnesota 

Montana 

Nebraska 

New Jersey 

New Mexico 

North Carolina 

Ohio 

Oregon 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 

Utah 

Virginia 

West Virginia 

Wisconsin 



1975 


1980 


89,295 


92,309 


487,591 


523,748 


456,703 


420,365 


4,284,271 


3,934,300 


568,851 


535,627 


127,476 


107,239 


1,453,170 


1,493,555 


175,795 


169,641 


2,252,000 


2,015,000 


1,173,863 


1,094,400 


442,236 


435,000 


691,612 


698,575 


876,280 


816,657 


1,160,950 


1,075,520 


879,944 


940,787 


171,686 


162,829 


316,581 


300,318 


1,467,000 


1,296,000 


280,851 


263,557 


1,171,444 


1,127,645 


2,291,382 


2,040,423 


476,588 


459,961 


2,246,218 


1,903,600 


16,411 


15,662 


602,532 


588,117 


151,267 


144,000 


309,708 


329,173 


1,105,000 


1,035,000 


370,000 


342,000 


941,690 


894,300 



1985 



1990 



1995 



4,053,500 
544,304 



176,800 
1,889,000 
1,036,600 



783,889 
870,943 

1,150,000 



1,711,000 
569,907 



589,244 



186,900 



201,000 



908,494 



971,475 



325,000 
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2.1 Perception of Declines 

Actual declines in enrollments are documented in Table 3 of Chapter 
One. SEAs were quizzed if they made projections of enrollments at least 
through 1980. Thirty of the forty-five respondents had made projections 
for 1980 or beyond though only eight of the states made projections 
beyond 1980. 

As might be expected, the projections are almost always predictions 
of continued declines. Only five states predict increases between 1975 
and 1980 (see Table 4), The SEAs that predict increases for their 
states are aware that some districts could still suffer severe declines. 
(For example, three of the five states, presumably recognizing this 
problem, provide technical assistance to districts suffering declines.) 

The SEAs were asked to describe their preceptions of which "types" 
of districts would suffer the worst percentage decline. Six catagories 
were listed in the DEs to be ranked in order from the "most likely" to 
experience the largest percentage reduction to the "least likely." The 
results are listed in Table 5. 

TABLE 5 
DISTRICTS MOST LIKELY TO EXPERIENCE DECLINES 

Least Likely 
District Most Likely to Decline to Decline 

1 1 1 A 1 j> 
State's Largest City 18 6 4 3 14 

State's Next Five 

Largest Cities 3 16 6 2 71 

Suburbs Around the 

Largest City 4249 4 13 

Other Cities and Towns 3 9 10 7 51 
Other Suburbs 3 10 83 

Rural 10 6 6 5 7 10 
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The category of district most frequently listed to suffer the 
largest reduction in enrollment was "State's Largest City." Forty-seven 
percent of the respondents selected the largest city. Rural districts 
received ten votes both for "most likely" and "least likely." However, 
the basic pattern of response suggests declines are expected most in the 
large urban areas of the states. The largest cities were selected first 
or second "most likely" twenty-four times and the "State's Next Five 
Largest Cities" were was picked first or second nineteen times. 

Aside from making projections, little special study of the decline 
in enrollments has been done by the SEAs. Only fourteen percent of the 
respondents (six of forty-three to the relevant question) had completed 
special reports on the subject. Six state agencies knew of studies done 
for their states but not by themselves, and seventy-two percent of the 
respondents knew of no study of declining enrollments in their states. 

2.2 Fiscal Adjustments and Other Assistance 

Only slightly more than one-third (37 percent) of the states responded 
they had made provisions in their state aid formulas to compensate for 
declining enrollments. Those states which do make provision tend to use 
some sort of enrollment averaging, incorporating at least the preceding 
year in the aid distribution formula. Such a measure prevents a sudden 
critical loss of state aid to a district losing students rapidly. Table 6 
provides a description of the enrollment adjustment and hold harmless 
provisions in 21 state aid formulas. It should be pointed out that 
formulas which only allow using preceding years ADA, though better than 
no adjustment provisions, still allow for rapid reductions in state 
aid. Only one state, Montana, provided special grants to aid districts 
in coping with the changes which reductions in enrollment can create. 



TABLE 6 
ENROLLMENT ADJUSTMENTS AND AID GUARANTEE PROVISIONS BY STATE 



Arizona 



Colorado 



Idaho 



Illinois 

Indiana 
Iowa 



Kansas 



Michigan 



Minnesota 



Fall 1971- 
Fall 1975 
K-12 Change in 
Enrollment 

+4.0% 



-2.7 



+0,1 



-4.3 

-4.4 
-5.7 



11.4 



-4.2 



-3.3 



Enrollment Adjustment for 
State Aid Purposes 

Prior year's pupil count may be 
used. 

Prior year's ADA or average of 3 
years ADA may be used if greater 
than current enrollment. 

Where ADA loss exceeds 3 percent of 
prior year's ADA, or 25 pupils in 
ADA, prior year's ADA less 3 percent 
is used. 

Average of 3 prior year's WADA 
(excluding Title I pupils) if 
greater than current WADA. 

Prior year's pupil count may be used. 

50% of the initial 5% decrease in 
enrollment, 25% of the decrease 
greater than 5% may be used for 
aid purposes. Additional aid may 
be authorized by School Budget Review 
Committee upon appeal. 

Prior year's enrollment may be used 
to calculate district budget 
(affecting state aid) if decline is 
less than 5, 7.5 or 10 percent in 
large, medium, or small district, 
respectively. 

Basic aid districts with more than 
a 2% decline over prior year's 
enrollment receive aid for each 
additional lost pupil, the amount 
of which depends on the appropriation. 

60% of decrease from prior year in 

weighted ADM. 50% of decrease 

for Minneapolis and St. Paul districts 
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TABLE 6 (Continued) 



Montana 
N. Dakota 

Ohio 

S. Carolina 

S. Dakota 



Fall 1971- 
Fail 1975 
K-12 Change In 
Enrollment 

-4.2% 



-8.6 

-5.1 

-4.1 

-7.4 



Enrollment Adjustment for 
State Aid Purposes 

Prior year's "average number belonging" 
may be used. 

Average enrollment for two years 
may be used. 

Average of three years' ADM may be used. 

District may use current or prior 
year's ADA. Created to deal with 
"fluctuating" enrollment problem. 

Average of prior two years of 
enrollment may be used. 



Arkansas 

Florida 

Mississippi 
Oregon 



Nevada 



New Jersey 



New York 



Fall 1971- 
Fall 1975 
K-12 Change in 
Enrollment 

-2.2% 

+4.4 

-3,8 

-1.1 



4-4.5 



-2.7 



-3.1 



H_o_l_d Harmless Guarantee 

Previous year's total aid guaranteed 

Previous year's per pupil aid 
guaranteed. 

Guarantee of 95% of teacher units 
based on prior year. 

75% of current year's flat grant 
allocated for each pupil "lost" 
between December 31 of current year 
and June 30 of prior year. 

Previous year's total aid permitted. 
Emergency financial assistance 
available to alleviate financial 
hardship. 

Effective in 1976-77 hold harmless 
guarantee of total aid paid in 
1974-75; 50% hold harmless in 
1977-78; none thereafter. 

Previous year's total aid is 
guaranteed. 
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The most favored form of technical assistance state agencies (19 in the 
DES sarapie) provide to local districts is making consultants from the 
state office available. The extent of assistance consulting arrange- 
ments imply could not be discerned from the DES. Twenty-five states 
provide and plan to provide no assistance whatsoever. A summarization of the 
types of assistance indicated on Che DES by the states is given in Table 7, 
below. 

TABLE 7 

TYPES OF TECHNICAL ASSISTANCE PROVIDED BY STATES 
TO DISTRICTS IN DEALING WITH DECLINING ENROLLMENT PROBLEMS 

Organizing Workshops 3 

Making Consultants Available 19 

State Publications of Strategies 

to Deal With Problem 5 

Planning Grants 2 

Other 6 

No Assistance Indicated 25 

Total Number of States Responding 45 

2 . 3 Summary 

The results of the DES suggest that while state education agencies 
are clearly aware of the phenomenon of declining enrollments, the 
phenomenon has only recently drawn the attention of many agencies as a 
problem. Only now are most states formulating strategies for helping 
local education agencies to deal with the loss of students. The most 
frequently employed current strategy is a consulting arrangement be- 
tween the SEA and local district office. 

While in some states declining enrollments is perceived as a rural 
phenomenon, mostly it is associated with urban areas. The fiscal problems 
of urban areas are well documented, and a loss of state aid to urban 
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schools following a loss of students should be recognized as a problem, 
especially during a transitional period when the LEAs are just beginning 
to respond to the reductions in their numbers of student. 

3. LEA DECLINING ENROLLMENT SURVEY 

3.0 Introduction 

The LEA Declining Enrollment Survey (DES) was designed to gather 
Information on the nature and extent of the decline in enrollments, the 
effects of this decline, and LEA responses to the problem. 

The sample of LEAs was designed to include from each state the ten 
districts with the most severe declines. The ten districts were to include 
the five districts with the highest percent decline in enrollments and the 
five districts with the highest decline in number enrolled. Where a 
district ranked among the five districts with the highest percentage 
decline and also among the five highest number decline, an additional 
district was selected in order that ten be selected. 

The survey was conducted using follow-up procedures for non-respondents 
and careful manual and computer edits to check for errors in data con- 
version and for the reasonableness of responses. After these procedures, 
257 usable LEA surveys were obtained. However, not all of the 257 LEAs 
completed all questions and, for this reason, sample sizes vary depending 
on which questions in the survey are being analyzed* 

As with any survey, the quality of responses varied between questions. 
The data presentation which follows will identify many of these areas. 
In general, there are instances where the pattern of responses reflect a 
non-conformance of attitudes or perceptions towards the problem with the 
structure in the survey questionnaire. This is not a reflection against the 
survey instrument or the respondents, but rather a disadvantage of the 
mail survey as opposed to an interviewer conducted survey. 
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In reporting the results of the survey, summary statistics are 
often presented for all the LEAs with usable responses and for two 
subsets of these LEAs. The subsets are obtained from two measures of 
the severity of the decline in enrollments: the percentage decline in 
enrollments and the absolute size of the decline in enrollments. As the 
data on Chart 1 show, by whichever of these two measures is used, 
there is considerable variation in the degree of decline within the 
sample. Secondly, as underlying dimensions upon which the sample of 
districts was originally selected, it is logical to maintain this distinction 
between percentage and absolute declines in the evaluation of the empirical 
results. 

These two measures of decline have important policy significance. 
As two likely measures to be employed in the implementation of any state 
policy to provide special assistance to declining districts, it is 
important to understand where differences exist between the two measures. 
The two subsets of data used in this section are (1) LEAs with "High 
Percent Decline, 11 i.e., a greater percentage decline 1971 to 1975 than 
the median percent decline and (2) LEAs with "High Absolute Decline," 
i.e., a larger absolute decline in enrollment 1971 to 1975 than the 
median absolute decline. 

The major findings and results of the DES are reported in the three 
subsections which comprise the remainder of this section. The first 
presents data on the nature and extent of the declines reported by 
survey respondents. The second subsection relates changes in LEA revenues, 
state aid and tax base during this period of decline. LEA responses to 
the effects of declining enrollments are reported in the third subsection. 

3.1 Nature and Extent of Declines in Enrollments 

Chart 1, consisting of bar graphs, displays the extent of percent 
decline in enrollments from 1971 to 1975 for LEAs in the survey. The 
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Chart 1 

Distribution of DES LEAs and Summary Statistics of Percent Decline 
in Enrollments ( 1971 to 1975) 

Number of LEAs ( Percent of Total ) 



Grades K-12 







30(11 9%) 




10 


| 64(243) 






67(265) 






| 52(20.0} 






2D(11.5) 




-30 - 


1 6(2,4) 






-J 3(121 




-40 J 


J 2(08} 



Total = 253 (100%) 



Grades K -6 



Percent 

Decline 


+ 10 - 
+ 5 - 


Pi 


1(04%) 
2(08) 


35(138) 






| 13(5.1) 






15 




| 51( 20 












1 48<190) 




I 24(9.5) 






1 12(47) 




-40 - 
-45 - 
-60 - 


u 
: 


3(1.2) 

2(0,8) 



62(245) 



Total = 253 (100%) 
Msan = -176% 



Gratles7-12 



Percent 

DeolinD 


+ 20 - 
+ 15 - 
+ 10 - 


I 1(04%) 
1 1 (0.4) 
| GI2.4) 




| 341*3.7) 








| 42(16.9) 




53(21.3) 




| 30(>2.Q) 


-25 - 
-30 - 

-35 - 
-40 - 


I 8(3.2) 
I 7C2B) 
J 3(1.2) 
J 2(0.8) 



62(24,9) 



Total =249 (100%) 
Mean = -8.5% 
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top-most graph is for the percent decline for grades K-12 while the two 
bar graphs which are below it are for elementary (K-6) and secondary (7- 
12) enrollments. The' graphs clearly show that although the sample pur- 
posely selected districts with the largest enrollment losses, there is 
still considerable variation in the severity of decline. 

The DES sample of LEAs exhibits the same pattern of greater declines 
on the elementary levels which was reported in Section 1 for the nation 
(Tables 1 and 2). The mean percent change in LEA elementary enrollments 
was -17.6 percent compared to -8.5 percent for the mean percent change in 

A 

secondary enrollments. Unlike the national totals on Tables 1 and 2, 
the enrollment data for the survey LEAs on Chart 1 show declines in 
secondary enrollments. 

As explained in Section 3.0, we used the two measures of decline- 
percent and number- to identify the characteristics of the LEAs along 
these two dimensions. So the LEAs were divided into two subsets: "high 
absolute decline" LEAs (with an absolute decline greater than the median) 
and "high percent decline" LEAs (with a percent decline greater than the 
median). There was found to be no relationship between percent decline 
and high absolute declines. For example, cross tabulation shows an 
almost equal number of LEAs exist in each combination of high/low 
absolute and percent declines. Hence, we would not expect the presentation 
of results for high percent decline LEAs and for high absolute decline 
LEAs to be redundant. 

Since declining enrollments are widely considered to be an urban 
problem, we used the 1970 Census definition of metropolitan to identify 
sample LEAs in metropolitan areas. We found the sample LEAs were almost 
equally split between metropolitan and non-metropolitan, with 131 and 



* 

Such DES LEAs reported a gain in secondary enrollments, but this 
gain was exceeded by losses in elementary enrollments. The few LEAs 
which reported growth in K-12 enrollments were eliminated from the 
data base. 
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and 122 LEAs In each respective category. The metropolitan characteristic 
Is closely associated with high absolute declines (79 percent of metro- 
politan LEAs were in the high absolute decline subset of LEAs). 

Slightly over one-half (56 percent) of the LEAs reported an enrollment 

* 
projection to 1980, On average, the projection was for a decrease of 

12 percent in K-12 enrollments. This is similar to the average percent 
decline of 14 percent from 1971 to 1975. 

The DES asked respondents to rank a list of causal factors for the 
decline in enrollment in their LEA. Table 8 is a summary of the rankings 
of these causal factors. Some respondents merely checked causal factors 
and there were also cases of non-response, mostly because a factor did 
not apply although there were a few LEAs which did not respond at all* 
The most significant feature is the high rankings of the decline in 
birth rate by a large portion of districts and the frequent choice of 
general out-migration as a second causal factor, 



TABLE 8 

RANKING OF CAUSAL FACTORS OF DECLINE IN ENROLLMENTS 
PERCENT OF ALL LEAS IN DES RESPONDING 



Rank 



Causal Factor 



Rank 


Decline in 

Birth Rate 


General 
Out-Migration 


Closing or 
Relocation 
of Major 

Industry 


Change in 
District 
Boundary 

Lines* 


1 


49.8% 


18.7% 


3.1 


0,8 


2 


21.4 


28.4 


5.1 


1.2 


3 


8.9 


7.0 


9.7 


2.7 


A 


.4 


3.5 


4.7 


3.9 


5 


0.0 


.8 


2.3 


1.9 


Checked 


12.1 


7.0 


1.9 


0.4 


No Response 


7,4 


34.6 


73,2 


89.1 


Total 


100 % 


100 


100,0 


100.0 


^Districts citing this as 
the data set. 


the only reason 


for decline 


were excJ 



Other 

11.7 

8.9 

7.0 

1.9 

0.8 

7.8 

61.9 

100.0 



The large portion of LEAs reporting no projection may be indicative of 
a need for greater SEA technical assistance to LEAs. 
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District Amounts 


District Revenues 
State Aid to Districts 
Locally Raised Revenues 
District Tax Bases 
Locally Raised Revenue 


per Dollar of Tax Ba* 

Increases in Average 
Per Pupil Amounts 


District Revenues 
State Aid to Districts 
Locally Raised Revenues 
District Tax Bases 

Notes: Standard deviati 


* 

Responsing distric 


A* 

Responding distric 
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An instructive sidelight to this question relates to the use of the 
phrase "Decline in Birth Rate." While this is clearly the most important 
factor on a national level, on a local level it may be of lesser importance 
and an ambiguously worded choice. Respondents who considered the birth rate 
to refer to births relative to women of child bearing age distinguished 
this from a shift in the age composition of district residents away from 
those age brackets with school age children. On the national level the 
change in age composition is a factor of lesser importance. However, 

for small geographic areas, such as school districts, it can be a very 

* 
important causal factor explaining declines in enrollments, 

3.2 Changes in School Finances 

Table 9 provides a comprehensive summary of financial changes as reported 
by school districts surveyed. These changes are from 1971 to 1975, the 
same time period reported in throughout this section. 

District revenues equals the average percentage change in the local 
districts' revenues both from their own taxes and from state sources. 
These revenues may be interpreted as approximately equivalent to district 
expenditures. The data show that even with declining enrollments total 
revenues (expenditures) grew by an average of 32 percent for all survey 
districts, and by 25 and 34 percents for the high percent decline and 
high number decline districts, respectively* 



* 

The spatial context of declines sometimes goes unrecognized in some 
studies which have emphasized the need for a new management for an era of 
decline. While overall or widespread decline is a new phenomenon compared 
to the growth of the past decade, many small geographic areas have experi- 
enced decline while national totals grew. Further, it can be seen from 
history that many cities have gone through long cycles of expansion and 
decline which did not coincide with national movements. 
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In the lower half of the table presents the average percent change 
in district revenues jjer pupil is given. On a per pupil basis, tbe 
increases in district revenue were much greater reflecting, of course, 
the decrease in pupils enrolled. The average increase in district 
revenues per pupil was 52 percent for all districts. 

The statistics on average percent change in state aid and average 
percent change in state aid per pupijl indicate that although enrollments 
decreased by an average of about 14 percent for all the LEAs in the 
survey sample, state aid increased by an average of 44 percent and state 
aid per pupil increased by an average of 66 percent. The average increases 
were even larger for districts in the high number decline subset with 
state aid increasing 50 percent and state aid per pupil increasing by 74 
percent. These increases in state aid are larger than the increases in 
district revenues. Hence, for this survey sample, the average share of 
district revenues from state aid has been increasing while the share 
from locally raised revenues has been decreasing. 

Upon first consideration this finding would seem to be in conflict 
with the findings and hypotheses of some other studies which conclude 
that declining enrollments have (or may have) adversely affected district 
revenue from state aid. For example, a National School Boards Association 

survey conducted at their convention found 71 percent of respondents 

ff 
with declining enrollments reported reduced state aid. Other studies 

have indicated two adverse effects of enrollment declines which operate 
through state aid formulas. First, on the distribution side, lower 
pupil enrollments result in a reduced share of state aid. Second, equaliainj 
type formulas provide less state aid for districts with greater taxable 
capacity (relative wealth). On this point Goettel and Firestine noted 



National School Boards Association, Declining Enrollment, Research 
Report 1976-1, 1976, p. 4. 
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that, "A greater-than-average pupil decline will mean a greater-Chan- 
average increase in the local tax base per pupil, when all other factors 
are held constant. A district so affected will receive less state aid 

A 

as a result of its greater relative wealth." Finally, these two together 
with other provisions of state aid formulas may necessitate electorate 
approval of higher district tax rates in order to preserve levels of 

** 

state aid (and levels of expenditure, as well). 

The findings of the DES survey regarding state aid should be inter- 

itjfff 

preted carefully. The high standard deviations (higher than the mean 



.. 

Goettel, Robert J. and Firestine, Robert E. , "Declining Enrollments 
and State Aid: Another Equity and Efficiency Problem," Journal of 
Education Finance, Fall, 1975. 

A A 

These possibilities are suggested as areas needing future research 
in Hickrod, G. Alan, et. al. , "Enrollment Change and Educational Personnel 
Change in the K-12 Schools of Illinois," Research Report 3-HYCH-76, 
Illinois State University, 1976, p. 40, The effects of revenue limits 
and voter reaction are discussed in Wenzel, Jack and Stock, John A. , 
"How Declining Enrollments are Financially Killing California School 
Districts," mimeograph, Union School District, California, 1974, p. 4. 

A A A 

The standard deviation is a commonly used measure of variation or 
dispersion of observations (districts) around the mean. It is expressed 
In the same units as the mean (percents in this case) and should be 
interpreted In terms of its magnitude relative to the mean. While the 
exact use of the standard deviation depends on the precise distribution 
of the data, without this knowledge there are still rules of thumb which 
can be used to roughly gauge variation using the mean and standard 
deviation. If the distribution were a normal (bell-shaped) distribution, 
approximately two-thirds of observations would be within one standard 
deviation of the mean and almost exactly 95 percent of observations 
would be within two standard deviations of the mean* For example, with 
a mean of 52 percent and a standard deviation of 22 percent about two- 
thirds of districts would be within the range of 30 and 74 percents and 
95 percent of districts within 8 and 96 percents, if the distribution 
were normal. However, the objective here Is not nearly so precise: we 
simply wish to indicate when there are clearly great amounts of variability 
about the mean such as when the standard deviation Is much larger than 
the mean, or to indicate roughly the orders of magnitude involved. In 
the example given, the mean of 52 percent so large relative to the 
standard deviation, we can conclude that virtually no districts had a 
decreasing (less than 0) percent change. 
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values) indicate that there is a relatively large variation in the 
percent change in state aid. Thus, while on the average there were 
gains, many districts in the sample also lost state aid. Additionally, 
the gains to some districts may simply change in overall state aid 
policies. For example, in the DES, the few districts with the very 
highest percent gains in state aid were urban districts in Kansas and 
the district with the most extreme loss of state aid was a very wealthy 
district in Michigan. Both these states had major revisions in their 
state aid system. In this context, consider the conclusions reached by 
Odden and Vincent (in their empirical study of declining enrollments and 
state aid in four states): ". . .the consistent trend across all four 
states is at least priraa facie evidence that declining enrollment districts 
are reaping some benefit of state education aid policy, whether or not 

there are special considerations for school districts with enrollment 

A 
drops." 

Regarding particular provisions of state aid policy, there are a 
number which directly or indirectly alleviate the financial conditions 
of declining enrollment districts. Directly affecting the problem are 
provisions allowing adjustments to pupil counts such as the inclusion of 
some portion of recent pupil losses (or, equivalently, counting some 
portion of enrollments in previous years). Provisions which indirectly 
benefit declining enrollment districts include assistance and adjustments 
for effects of inflation and for conditions or characteristics associated 
with urban central cities, older suburbs, and very rural areas. Examples 
of these are assistance for municipal overburden, sparcity, and other 
high needs/high cost population characteristics. 

In fact, greater assistance to declining enrollment districts 
between 1971 and 1975 may have occurred through categorical aid programs; 



Allan Odden and Phillip E, Vincent, The Fiscal Impact of Declining 
J-nrollTnents, Report F76-5, Education Commission ot the States, liJ/b, p. "16. 
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conclusive data on this are not available. Moreover, the National 
School Boards Association survey findings mentioned earlier, may result 
from respondents comparing operating aid with the previous year. Over a 
longer period (e.g., 1971 to 1975), changes in total state aid may have 
benefited these districts. 

Turning to locally raised revenues, it is apparent that the average 
local contribution increased by about a fourth (27 percent for all 
districts in the DES sample). As we would expect from the previous 
data, this increase is less than, the increases in district revenue and 
in state aid to districts. 

The increase in locally raised revenues would not create increased 
fiscal pressures if it were matched by an increase in district tax base. 
This growth might occur through inflationary or real increases in property 
values. The data for district tax base on Table 9 show an average 

increase in tax base which was several percent less than the growth in 

* 

locally raised revenues, 

On a per-pupil basis, the growth in tax base was over 40 percent 
(44 percent for all districts and high number decline districts and 49 
percent for high percent decline districts). As previously mentioned, 
equalizing state aid formulas provide levels of aid inversely related to 
the level of tax base per pupil. It seems certain that many districts 
will suffer loses of state aid with per pupil tax base growth of this 
magnitude, 

The tax rate data entered by the respondents to the DES proved to 
be useless because of missing entries, entry of very crude approximations 



ft 
LEAs reporting property tax base reappraisal or reclassif ication 



were excluded 
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of their rates, and many other special circumstances. However, an 
approximate effective tax rate can be calculated simply by taking a 
ratio of the locally raised revenue to district tax base. The average 
percentage change in this ratio was calculated and is presented on 
Table 9. This locally raised revenue per dollar of tax base shows only 
small changes, because there was relatively similar growth of local 
contribution and district tax base. The large standard deviations 
relative to the mean values are further evidence of the nature of fiscal 
pressures associated with declining enrollments. That is, the range of 
fiscal pressures varies widely among districts; many are suffering 
severe financial pressure and others have virtually no adverse effects. 

As difficult as it is for the school finance analyst to isolate and 
quantify the financial effects of declining enrollments, so it would 
seem also to be very difficult for the LEA respondents. However, with 
the close examination of costs and revenues at least on an annual basis, 
respondents ought to be able to broadly categorize the effect of declining 
enrollments on overall fiscal pressures. Fifty-one percent of all LEAs 
(and 60 percent of the high percent decline LEAs) indicated that declining 
enrollments had a "strong effect, 1 ' 35 percent of all LEAs indicated a 
"moderate effect" and 14 percent indicated "little or no effect." With 
the majority of districts indicating "strong" to "moderate" effects, it 
would seem chat policy makers and researchers need to closely review and 
monitor changes in both LEA revenues (state aid in particular) and LEA 
costs on a statewide basis in order to plan and develop policies which 
take into account the fiscal pressures generated by declining enrollments. 

3.3 LEA Responses 

As mentioned in the introduction, the seniority/salary step mechanism 
may be a source of higher costs per pupil. The declining enrollments 
survey asked districts to provide data on numbers of staff by salary 
step by year. For the 148 LEAs responding to this question, an average 
of 38 percent of teachers were on salary step 5 or lower in 1971 and, by 
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1975, it: had declined to 32 percent. High number decline districts 
declined from an average of 35 percent of teachers on salary step 5 or 
lower in 1971 to 28 percent in 1975. Over the same period, the percent 
of teachers on the first salary step dropped from 11 percent to 8 percent 
for all districts and, for high decline districts, it dropped from 8 
percent to 5 percent. In summary, the evidence from the survey clearly 
indicates growing proportions of teachers in higher salary steps. By 
itself, this trend seems likely to result in a higher cost per teacher 
for coming years. 

Concommitant with the decline in the proportion of teachers on the 
lower salary steps, there was an average decline of 5 percent in the 
total teaching staff of districts. Districts with a high percent decline 
in enrollments reported a greater average decline in teaching staff, 
about 9 percent. Since the average percent decline in enrollments for 
all districts in the DES was about 14 percent, districts are clearly in 
a higher cost situation for teaching staff. Not only were percent 
reductions in staff less than the percent decline in enrollments, but on 
average the reductions were in lower cost teachers, those on the lower 
salary steps. 

There are some questions about staffing which the DES cannot help 
answer, though we raise them here because of their Importance. What 
school conditions influenced LEA administration to reduce staff more in 
high percent decline districts than in the high absolute decline districts, 
or in the whole sample of districts? For example, what role did teachers 
organizations play? And were there greater cuts in special teachers and 
cuts in instructional services in the smaller or rural districts? Were 
the larger or more urban districts able to divert surplus staff to 
working with special needs populations? Also, does the reduction of the 
number of new and young teachers into the system imply a stagnation and a 
lack of innovation in a system? These are important questions which will 
eventually require answers. 
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Pupil/ teacher ratios decreased (improved) during this period. For 
all DES districts, on average there was a 10 percent decline in the 
pupil teacher ratio with 87 percent of LEAs showing a decrease. There 

are several reasons why teaching positions are not reduced as quickly as 

* 
enrollments. First, for institutional and legal reasons there are lags 

in decision-making process, i.e., staff reductions will occur only after 
a decline in enrollments has taken place. Second, often in smaller 
schools proportionately large enrollment declines must take place before 
it becomes reasonable to eliminate teaching positions. For example, 
there are often marginal decisions between, say, two or three teachers 
at a grade level which involve class sizes, transferring pupils and 
other administrative choices. Third, since the sample of LEAs was 
designed to include districts with the most drastic declines, these LEAs 
may have found it particularly difficult to eliminate teachers. 

About two-thirds of all districts report that attrition alone was 
sufficient to eliminate surplus teaching positions. More of the high 
percent decline LEAs found attrition was not sufficient (42 percent) 
than the total sample of LEAs (30 percent). Teachers were reported laid 
off by 23 percent and early retirement encouraged by 11 percent of the 
sample LEAs. Of the high percent decline LEAs larger percents, 33 and 
17, reported teachers laid off and/or early retirement encouraged, 
respectively. 

Over half the LEAs found the response of teacher organizations to 
be "cooperative" or "highly cooperative 11 . Since most districts have 
shown decreasing pupil/teacher ratios and an average of 23 percent have 
had teachers laid off, this is not a surprising result. About one 
fourth (24 percent) indicated that teachers organizations were "indifferent" 
and only 14 percent chose the term "recalcitrant" to describe them. 



* 

fc ? hese .y easons are frequently cited as justifications for counting 
ghost pupUs, i.e., although students have left their costs linger 
several years after. 5 
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Declines of sample LEA central office professional staff and building- 
level principals averaged 5 percent and 8 percent, respectively. However, 
only 100 respondents replied to these questions while 221 replied to the 
question on teacher declines. Perhaps many administrators filling out 
the questionnaires felt it would be misleading to compare enrollment 
declines with trends in administrative staff. For example, it might be 
argued that administrative positions should be expected to grow because 
of the many problems of recent years and the many programs districts are 
responsible for. Declining enrollments could conceivably increase 
administrative burdens becuase of the need for management of reduction 
in force, facilities disposition and utilization, and community relations. 

Program cutbacks are listed in Table 10. On the elementary level 
art, music and physical education were most often cut back and on the 
secondary level 20 percent of LEAs identified foreign languages as a 
program area cutback. 

One method of preserving program offerings at reduced cost is the 
use of interdistrict cooperation. Also, interdistrict cooperation in 
the provision of services such as purchasing, planning or transportation 
are possible options. The DES questionnaire asked about these and the 
possibility of consolidation with neighboring districts. Apparently no 
such cooperative arrangements have been Initiated as a result of declining 
enrollments; there are some which existed prior to declines. 

Declining enrollments necessitated the closing of school buildings 
in 43 percent of the DES LEAs. Not surprisingly, a larger percent of 
the high absolute decline LEAs (64 percent) reported building closings, 
There was a wide range of ways in which LEAs disposed of buildings with 
no one identified more frequently than others. Concurrent with declining 
enrollments between 1971-1975 many districts had new school construction, 



*t 

A detailed study of Illinois found growth in the number of admini- 
strative staff at the same time enrollment and teaching positions fell. 
G. Alan Hickrod, et al* , o 
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TABLE 10 

PROGRAM AREA CUTBACKS ASSOCIATED WITH 
DECLINING ENROLLMENTS BY ELEMENTARY AND 
SECONDARY GRADE LEVELS 



Art 

Music 

Physical Education 

Foreign Language 4 

Guidance Counseling 6 

Psychological Services 4 

Social Work Services 4 

Attendance Services 6 

Extra-Curricular Activities 5 

Other 6 



Elementary 
15% 
16 
13 



Percent of Total DES LEAs 
Secondary 

7% 

7 

5 

20 
11 

3 

4 

5 

6 

6 



perhaps because of the age and condition of physical plant or because of 
shifts in population patterns. New school construction was reported by 
46 percent of all DES LEAs and 56 percent of the high number decline 
LEAs . 

The majority of LEAs (54, percent of all sample LEAs and 79 percent 
of high number decline LEAs) had some community participation in the 
decision-making process used to determine school closings. Clearly, 
school closings were an issue in many more LEAs than actually had closings, 
The most frequent forms of community participation were the citizens 
advisory committee and community information meetings while the referendum 
was very seldom used. 

Finally, the survey asked about assistance with planning and problems 
from outside consultants and/or from the state education department. 
About two-thirds (67.5 percent) of LEAs did not retain outside consultants 
and over half (57 percent) did not seek technical assistance from the 
state education department. However* approximately one-fourth reported 
attending state workshops (29 percent) and/or the state education department 
providing direct help to the district staff (25 percent). It is difficult 
to draw conclusions about the quality of SEA and LEA relations from this 
evidence alone. LEAs may find themselves needing more technical assistance 
with other problems and utilizing department assistance with these 
matters instead of the problems of declining enrollments. 

In general, many of the survey responses are information of a 
partial nature. Many conclusions regarding the behavior and problems^of 
LEAs depend on information regarding the whole situtation, i.e., information 
on all other interacting factors as well as information on declining 
enrollments. These other factors could then be controlled for in order 
to isolate the effects of and responses to declines in enrollments. 
Nevertheless, the information from this survey provides some Insight 
into the severity of the problem and district response. 
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4. SUMMARY 

As seen in Chapter Three, the SEAs perceive enrollment declines as 
either (a) an urban phenomenon or (b) a rural phenomenon with more 
stress placed upon the difficulties of decreasing numbers of students 
in an urban setting. However, in the DES of LEAs, 122 of the 253 respondents 
were non-metropolitan areas. This near fifty-fifty split may be a result 
of a bias in the response pattern, but large numbers of non-metropolitan 
areas are affected by this phenomenon. Because of their relatively 
large population concentrations, metropolitan areas tend to attract notice, 
but SEAs must frame their policies not only to aid metropolitan areas but 
the many non-rmetropolitan also affected, 

In terms of policies, 42% of the responding state agencies made 
consultants available, but only 25% of the LEA respondents availed 
themselves of their assistance. An interesting side light is 28% 
of the local education agencies reported having representatives attending 
state sponsored workshops on declining enrollments though only 3 states 
reported having sponsored such workshops. 

Comparison of results of Chapters 2 and 3 reinforce the notion that 
most state agencies have not taken positive action in helping LEAs to 
cope with enrollment declines. However, since more than half the local 
agencies in the DES reported requesting no technical assistance from the 
states, the SEAs cannot be blamed for diverting resources to other areas 
in which^EAs might be asking for assistance. 

The analysis of LEA finances (Section 3.2) found that on average 
there were increases in both district expenditures and state aid, Aid 
increased slightly more than expenditures, which would indicate a large 
share of revenues from state rather than local sources. However, there 
was much larger variation in changes in state aid. We conclude that 
there is no simple picture of the results of declining enrollments on 
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state aid; many districts have not had losses in revenues from state 
sources, but other districts have had losses in state aid. 

Some reduction in services has occurred as a result of declining 
enrollments. There were reductions in teaching staff, but in almost 80 
percent of LEAs these had led to a decrease in the pupil/teacher ratio, 
(However, it is quite possible that this is temporary since reductions 
in force may lag behind enrollment declines). Accompanying this reduction 
have been program cutbacks. About 20 percent of LEAs identified art, 
music and physical education on the elementary level and foreign languages 
on the secondary level. 

Moreover, there has been a reduction in the proportion of teachers 
on the lowest salary steps. This leads to an. increase in the average cost 
of teaching staff, since a larger proportion of teachers are now on higher 
salary steps. This trend has the potential for adverse educational 
impacts stemming from the loss of younger teachers who, having learned 
new methods, can transfuse fresh blood in a system which might otherwise 
stagnate. 

Many LEAs, especially those with large declines, reported building 
closings. Most LEAs reported some community participation in decision- 
making for building closings. 

It is clear that declining enrollments affect many aspects of school 
district operations. This presents difficulties for managers and policy- 
makers alike. 



FISCAL CONTROLS AND TAX REQUIREMENTS IMPOSED BY STATES 
AND TAX OPTIONS AVAILABLE TO SCHOOL DISTRICTS 



In recent years, school districts plagued by rising costs, have sought additional 
State and local revenues. Where State aid to LEAs has not kept pace with 
increased costs, additional pressures were imposed on local tax sources, most 
notably on property taxes. These cost-revenue problems were exacerbated in many 
school districts faced with declining enrollments, resulting in a loss of State aid, 
precipitously in some States and over time in others. The imminent or delayed 
prospect of State aid loss for such districts at a time when program costs did not 
diminish with declining enrollments, imposed additional pressures for increased 
local revenues. 

In the midst of this cost-revenue crunch, property revaluations reflecting 
inflationary pressures have led to increases in local property tax bills. In addition, 
many States have moved towards a more effective program of property tax 
administration, which has made the property tax more productive. Revaluations in 
the midst of inflationary rises in property values have often led both to growing 
taxpayer resistance to budget requests of local school authorities as well as to 
demands for property tax relief. In light of these circumstances this report on the 
variety of measures which States use to control the growth in either revenues or 
expenditures of school districts has been compiled. State requirements with 
respect to local school district revenues have also been reported. This paper is 
limited to a review of practices affecting current revenues and expenditures. 

District Fiscal Controls 

In all States, school districts or dependent school authorities face some form of 
constraint on their ability to raise revenues and expend money for public schools. 
These include: limits on tax rates; revenue (levy ceilings) or expenditure ceilings; 
review and/or approval by a separate fiscal authority; and district voter approval. 
The variety of controls imposed by the States are reported in Table I. 
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Table I 

School District Current Expenditure Controls, by 
Type of Control and by State, 1975-76 



State 


Tax Rate 
Limit 
(1) 


Revenue or 
Expenditure 
Limit 
C2) 


Separate 
Fiscal 
Authority 
Re view/ Approval 
0) 


Diatrict Voter Approval 


Up to Tax 
Rate or 
Revenue/Expenditure 
Limit: 
(4) 


To Over-ride 
Tax Rate or 
Revenue/Expenditure 
Limit 
(5) 


Unlimited 
Rate 
(6) 


Alabama 


X 






X 






Alaska 


X 




X 








Arizona 




X 


X 




a 

X 




Arkansas 












a 

X 


California 




X 






X 




Colorado 




X 




... 



x 




Connecticut 






X 






b 

X 


Delaware 












X 


Florida 


X 










Georgia 


X 






X 


-* - 


Hawaii 






X 









Idaho 


X 








a 

X 




Illinois 


X 






X 






Indiana 




X 


X 








Iowa 




X 






c 

X 




Kansas 




X 




X 






Kentucky 


X 








X 




Louisiana 


X 






X 






Maine 


X 


X 


X 









Maryland 






X 








Massachusetts 






X 








Michigan 


X 






X 






Minnesota 


X 








X 




Mississippi 


X 




X 




c 

X 




Missouri 












c 

X 



See footnotes at end of table. 



Table T. (Cont'd) 

School District Current Expenditure Controls, by 
Type of Control and by State, 1975-76 
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State 


Tax Rate 
Limit 
(0 


Revenue or 
Expenditure 
Limit 
(2) 


Separate 

Fiscal 
Authority 
Review/Approval 
(3) 


District Voter Approval 


Up to Tax 
Rate or 
Revenue/Expenditure 
Limit 
(4) 


To Over-ride 
Tax Rate or 
Revenue/Expenditure 
Limit 
(5) 


Unlimited 
Rate 
(6) 


Montana 




X 






a 

X 




Nebraska 












c 

X 


Nevada 


X 












New [lamp shire 






X 






b 

X 


New Jersey 




d 

X 






d 

X 




New Mexico 


X 












New York 


e 

X 










X 


North Carolina 






X 








North Dakota 


X 








c 

X 


c 

X 


Ohio 












X 


Oklahoma 


X 






a 

X 






Oregon 




X 






a 

X 




Pennsylvania 


c 

X 












Rhode Island 


X 




X 








South Carolina 






E 

X 








South Dakota 


X 








c 

X 




Tenneasee 






X 








Texas 


X 






n 

X 






Utah 


X 






X 






Vermont 












a 

X 


Virginia 






X 








Washington 












a 

X 


West Virginia 


X 








c 

X 




Wisconsin 




X 










Wyoming 


X 








c 

X 





Annual vote required. 

In district annual budget meetings. 

Subject to special conditions. See Table II, 

Effective with the 1976-77 school year, 

For city school districts only. 

For dependent districts only. Authority of Independent districts to levy rates ia unlimited. 



Tax rate limits. One of the most common forms of restriction is the imposition of 
tax rate ceilings either for school purposes or for all local governmental operations. 
In most States where tax rate ceilings are in effect, they do not appear to be an 
onerous form of control, since they allow local revenues to rise both through 
reassessments and through the addition of new starts in housing and business 
properties, and in agriculture. Some twenty-four States reported the existance of 
tax rate limits affecting school districts, and they are reported in column (1) of 
Table I. As this Table shows, more than one type of control may be operative 
within a State. For example, a State may establish a tax rate ceiling part of which 
may be board levied with the remainder requiring voter approval. Where voter 
approval is required, some districts in a State may approve the school millage rate 
annually while in other places, voters may authorize a rate for several years. Some 
of these distinctions are amplified in Table II. 

Revenue or Expenditure limits. A more recent form of revenue/expenditure 
control is that imposed by a dollar ceiling on the allowable growth in revenues or 
expenditures either per pupil or in total district tax revenues or levies. Allowable 
ceilings were usually expressed as a percentage change in a district's revenues 'or 
expenditures. Dollar ceilings were often part of the school finance reform 
legislation enacted in the nineteen seventies and had two goals, namely to reduce 
revenue/expenditure disparities among the school districts in a State and secondly 
to reduce reliance on local property taxes. Reform legislation which included 
revenue or expenditure ceilings was enacted in Arizona, California, Colorado, Iowa, 
Kansas, Maine, New Jersey and Wisconsin (See Table I, column (2)). Of these 
States, Colorado, Kansas, Maine and New Jersey introduced differential growth 
rates which allowed low spending districts to increase expenditures at a faster rate. 
The differential growth rate was, in principle, designed to allow low spending 
districts a chance to "catch-up" to the average spenders. The preliminary results 
of these growth ceilings are, at best, mixed. The big spending districts have often 
been able to retain their spending advantages in actual dollars even with lower 
growth rates. Further, most States allow districts the option of exceeding these 
ceilings, though some over-ride provisions are more restrictive than others. In 
Kansas, for example, no district may exceed its prior year budget by more than 115 
percent even with voter approval. In California, on the other hand, voter over- 
rides are unrestricted. See Table II for details. 
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Another feature of the State-imposed dollar ceilings is that they may apply only to 
the shared-cost program. While the ceilings have the effect of curbing property 
tax growth in this program area, districts must rely heavily on local property taxes 
for financing other parts of the education program. In Kansas, for example, local 
property taxes support most of the special and vocational education programs. 

The most restrictive revenue limit was enacted in Indiana which placed a firm 
ceiling on local property tax revenues, the primary purpose of which was to provide 
property tax relief: no revenues beyond those levied in 1972 and payable in 1973 
could be derived from property taxes, except where increased enrollments had 
occurred. Provision for a local option income tax in the Indiana law is designed to 
lessen the reliance on property taxes and to shift a growing share of the school tax 
burden on to income taxes. At the present time, 32 out of Indiana's 92 counties 
impose local optional income taxes for school purposes. A levy limit is also in 
effect in Ohio which may be exceeded by majority district vote. The impact of this 
limit on one district is discussed below. 

Fiscal authority review. In some States, the budget controls are exercised by a 
fiscal authority independent of the LEAs. These authorities may be entities of the 
county governments or of municipalities depending on the location of the school 
districts. In Hawaii, it is the State legislature which acts upon the budget request 
of the State Department of Education, though the Governor does have the power to 
release or restrict appropriated funds. In Massachusetts, this review is pro forma: 
the local fiscal authority is required to levy the millage necessary to generate 
sufficient revenues for meeting the school district budget request. In other States, 
the fiscal authority is empowered to lower school budget requests, which is 
typically true in dependent school districts. States requiring either a budget review 
or approval are identified in column (3) of Table I. 

Voter controls. District voter approval is the principal fiscal control exercised in 
those States which are identified in columns (^} and (5) of Table I. Again, voter 
approval takes a variety of forms and may be required annually or over a period of 
years. The multi-year authorization initially allowed school districts to issue serial 
bond levies for capital improvements, but this distinction has been blurred and such 
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levies are now often authorized for operational purposes. Approvals in excess of a 
majority of those voting are required in some States for increasing school tax rates 
with the not unexpected result that the necessary approval is often impossible to 
obtain. 

In some States, school boards are enpowered to set school tax rates up to specified 
maximums. Additional tax levies require voter approval which may or may not be 
limited depending on State law. Where school boards have some latitude in setting 
school tax rates, district voters can retain ultimate control, by voting out of office 
school board members whose fiscal measures incur their displeasure. 

In a few dramatic cases, school levies are rejected by district voters and lead to 
school closings. Such dire consequences occurred recently in Oregon and Ohio. In 
Oregon, an annual vote of a district's budget is required because most school 
districts have had their tax base and the resulting levy frozen at the same dollar 
level since the nineteen forties. Though the State constitution allows a six percent 
annual growth in a district's tax base, this amount lags further and further behind 
the actual levies required to operate a schooi district at current price levels. 
Districts do have an option to vote higher tax bases but district voters have 
generally refused to do so. Often, district budgets in Oregon must be voted upon 
more than once to achieve voter approval. For the 1976-77 school year, out of 334 
districts, 208 districts had their budgets approved on the first votej 62 districts 
required two votesj 33 districts were successful on the third vote; 8 districts 
required four votes; and 1 district achieved success on the fifth ballot. Three 
districts were unable to achieve majority voter approval for their budgets even 
though they had held a combined total of twelve elections. These levy failures 
resulted in actual school closings in those districts. Under these circumstances, 
some school finance officials in that State view their present revenue raising 
processes as seriously requiring legislative revisions. 

In Ohio, the temporary closing of the Toledo school system as a result of the failure 
to pass a millage levy capture national attention. At the present time, Ohio 
counties are undergoing reappraisals designed to bring property valuations up to the 
legally require 35 percent of market value. However, a levy limit has been imposed 
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which restricts the amount of property tax revenues to that existing prior to the 
reappraisals. As a result, tax rates have fallen while revenues remained unchanged. 
Reappraisals have not made the property tax more productive, rather the result 
was to apply property tax rates more uniformly and provide property tax relief. 
The decline in millage rates in Toledo following property revaluations created a 
revenue shortfall which the district was unwilling to close by voting an additional 
tax levy. 

To summarize, local ability to raise school revenues is subject to constraints in all 
States with some forms of constraint being more restrictive than others* Tax rate 
ceilings allow for automatic growth in school revenues in tandem with property 
valuations. Revenue/expenditure ceilings or levy limits can be more or less 
restrictive depending on voter over-ride provisions. Approval of a district budget 
by a fiscal authority may reflect the current fiscal positions of these entities at the 
time budget requests are reviewed. District voter approval whether required 
annually or for multi-year authorizations offers a potent instrument to taxpayers to 
resist school district budget requests or to vote board members out of office. 



District Fiscal Requirements, Options, and other Tax Resources 

In Table II, information on local financial support requirements, leeway options, and 
available local nonproperty tax revenues are reported by State, Columns 1 and 2 
report the number of districts by fiscal status for each State. The important 
operational difference between fiscally dependent and independent school districts 
is in the ability of the latter to levy a separate tax for school purposes. 
Independent school districts are by far the most common fiscal type in our country. 
For our purposes, the Importance of the distinction lies in that it has a bearing on 
the type of revenue/expenditure controls which a State imposes and which were 
reported in Table I. For example, budgets for fiscally dependent districts are 
normally subject to review and/or approval by separate fiscal authorities and not to 
voter approval. 
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In column 3, the number of districts receiving basic aid in each State is reported. 
Normally, the basic aid program refers to the equalized shared cost program except 
in six States (Arkansas, Connecticut, Delaware, Hawaii, North Carolina, and South 
Carolina) where the basic aids are flat grants. 1 States which have large flat grant 
programs along with equalized shared cost programs have been identified and the 
number of districts receiving aid under each of these programs is reported. A 
comparision of the number of districts in a State (reported in columns 1 and 2) with 
those receiving equalized basic aid (column 3) shows that most States distribute 
such aid to all of their districts, including the wealthiest. In effect then, these 
equalized aids contain a flat grant component equal to the per pupil equalized aid 
in the wealthiest district. The only States which exclude the wealthiest districts 
from receiving either a flat grant or equalized aid are Michigan, Wisconsin and 
Wyoming. 

Required local contributions to the basic support program is reported in column 4. 
States with no local contributions are of course those which provide flat grants. 
Local contributions vary widely in other States. A minimum millage requirement is 
typical for States with foundation aid programs, A minimum county tax levy may 
be required along with a district levy. Three States impose Statewide property 
taxes at the present time, namely Maine, Montana and Washington. 

Variable district requirements occur in States having percentage equalizing aid 
programs, in those States utilizing indexes of local ability as measures of local 
wealth, and where differing tax rates were frozen into a schedule of required local 
contributions in a base year. Under a percentage equalizing program, the local 
contribution normally varies with the per pupil budget level chosen by a district and 
with the ratio of a district's wealth to the State average. The formula computation 
requires wealthier districts to contribute a larger share to the program than the 
poorer ones. States with percentage equalizing programs are Alaska, Maryland, 
Massachusetts, Oregon, Pennsylvania, Rhode Island and Vermont. Four States, 
Alabama, Mississippi, Tennessee and Virginia, utilize an index of local wealth 
comprising factors as local sales tax revenues, auto license revenue, personal 



I/ South Carolina has enacted a foundation program effective July 1, 1978. 
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income taxes by county and real property values. 2 Not all of these States use the 
same indicators of local wealth. 

States with differing local contribution rates frozen into the shared cost program 
are Colorado, Indiana, and Minnesota. States utilizing a guaranteed yield or 
guaranteed wealth base program (power equalization) stipulate no minimum district 
tax rate. These States are Illinois (for districts using the resource equalizer 
program) Kansas, and Michigan. Wisconsin and Ohio guarantee a tax base which is 
the heart of a power equalization program but require a minimum tax levy like any 
old-fashioned foundation program. 

In column 5, the local leeway option amplifies the data reported in Table I. How 
the State - imposed constraints work in the various States are reported in this 
column. 

In column 6, nonproperty local tax revenues are reported. In fully half the States, 
no such local revenues are available. In some States, a portion of the county tax 
revenues are shared with the school districts. Fiscally dependent districts, of 
course, share all of the tax revenues available to the controlling fiscal authority. 
Iowa, Maryland, Indiana and Pennsylvania provide for local option income taxes for 
school purposes. Assorted excise taxes, inventory taxes and poll taxes are available 
to districts in some States. In general, local nonproperty tax revenues do not loom 
large as an important local source of income for public schools. 

This paper has called attention to tax rate and levy controls affecting local school 
districts. The combination of controls existing In each State vary widely, and 
district fiscal status has a bearing on the type of control in place. The variety of 
means by which State and local districts finance their school programs has also 
been reported. For the shared cost basic aid programs, fixed minimum miliage 
levies are common with foundation programs. For variable guarantee programs, 
the required local levy varies from none to levels unlike those associated with 



2/ Tennessee has switched to property assessments as local wealth measures, 
effective 3uly 1, 1977. 
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foundation aid. The leeway options are important especially in States where heavy 
reliance is placed on local revenues for schools. District access to nonproperty 
taxes has been reported. 

The data suggest some important research questions which can fruitfully be 
explored. For example, how effective has each type of rate or levy control been in 
curbing school expenditures? How effective have dollar revenue or expenditure 
limits been in narrowing the gaps between high and low spending districts? How 
effective have limits on levies or tax rates been in reducing property tax burdens? 
Other questions may well have occurred to readers. We invite your suggestions. 
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